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PART 1. 

PROTECTION OF THE GOLD EESERVE. 



COHMITTEB ON WaTS AND MkANS, 

HOITBE OF BefHE8ENIATITES, 

Tuesday, May «5, 19W. 

The committee met at 10.30 o'clock a. m., Hon. Joseph W. Fordne^ 
(chainnan) presiding. 

The Chairman. Gentlemen, we are here to hear certain gentlemen 
interested in the so-called McFadden bill (H. B. 13201). 

(The bill referred to is as follows:) 

A BILJj To proTlde for the protectloo ot the moiifUry gold rewrre br the nalDUnaDce of 
tlie Dormu eald prodnctfan of thp Halted States to s&tlBfF the requlremmta of the art* 
snd iTBdea rij Imposing bd erdse upon all K<rid UKd for other thim monetur pnr- 
poHM, and the pannent of a premium to the producera of newly mined Kold. Bod pro- 
vlding penalties tor tbe vlcrfailon thereof. 

Be it enacted, etc., That on anil after Miiy 1, IftM, hi iidilitloii to any exiating 
tnz DOW esamn^ or IpvImI therwn, tbere shall be levied, aaseaaed, collected, and 
paid a tax of 50 eenta per pennyweight of fine gold contained In all gold mann- 
fnctured. used, or Hold for other than coinage or monetary puriiosea, by or for 
ti uianufacturer or denier, or his estate, on or after anch date, and upon the 
Ktilcl contained In any uinnnfactureil articles sold by any dealer or manufactarer 
or his estate. 

Szc. 2. That the Internal Revenue Department shall prescribe, and provide a 
proper and sufficient stamp that shall be attached to or imprinted upon any aitd 
every manufactured article, or the package containing the same. In which gold 
Ik used, that may be sold after tbe Ifit day of May, 192A, and upon all gold used 
In any form other than for monetary purposes after the said May 1. 1920. Tbe 
stamps to be so provided and authorized to be sold and Imprinted upon or at- 
tached to sucli iranufnctured articles, or the packages containing the same, 
shall be In such form, and shall be Imprinted vipon or attached to, the articlea 
or packages, at such time and In such manner aa may be provided by the rules 
and regnlatlona of the Internal Revenue Dei>artment carrying this act Into 
effect 

That on account of the impracticability of suitably stamping finished dental 
Te«foratlve appliances, the InlemnI Revenue Department shall further prescribe 
such rules and reBulatlnns for the collection of the tax provided herein epon 
all gold used for dental purposes hs will equitably protect the Interests of the. 
public ; that all gold used by the Government for dental, medical, and surgical 
purposes, and nil gold employed In dental services rendered to war risk Insur- 
ance patients by the United States Public Health Service, shall be exempt from 
the excise provided herein ; and that all gold used in corrective and restorative 
dental work for children of both sexes not over the age of fifteen, and all gold 
used in dental Infirmaries conducted for the benefit of the poor and not for 
private proSt. shall be exempt from the excise provided herein. ' 

Sec. 3. That all moneys collected pursuant to tbe provisions set forth in sec- 
tion 1 of this act shall be paid Into the custody of the Treasurer of the United 
States, and shall be kept by him In a separate fund designated as " the gold pre- 
minm fund." and shall be used and paid out In accordance with the provisions 
of this act 'as herein aet forth, and for no other purpose; except that If, at the 
end of any current year, a balance has accrued in the gold premium fund over 
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and above tlie aiDonnt necessarj' to [lay the preiuluui obligations tliut liave 
accrued thereunder, tt sliall be the duty of tlie Treasurer to place said iMlauce 
in the (general fund of the Treasury of the United States. 

Sec, i. TImt from the gfild premium fund, ntid any other funds In the Treas- 
urj' of ilje United States not used for siteciBed purposes, there shall he iiuld by 
the TreiiMurer of the ITnititl StatOM. after the 1st (lay of May, 1920. anil fur a 
tterlud of five years thereafter, to the producer of uew gold In the irnlted States 
or Its iHMiaeaslons a premtuni of $10 per line ounce, in accordance with the pro- 
visions of this act hereinafter set forth. 

Sec. 5. That for the period coniaiendng May 1, 1923. both the tax aad i>r»- 
uiluni as herein aet forth Hhall be ■■eadjusted annually by the Sfcrretai-y of the 
Treasury, the Secretary of Conuiittrce, and the Secretary of the Interior, meet- 
ing BH nu adjustment hoaiil fur such puriHise; that tuilil read]ur>tment shall be 
made In accordance with the commodity price Index number of (he llfth year of 
llie live-year period hereinbefore deslimated as compareil with the avcniKe 
{■ommodity price index number for the lli'st foui' years of said period : that the 
index numbers of all comuiodlties ffovenilni: this readjustment shall be those 
ascertained and published hy the Bureau of Labor Statistics of the Department 
of Labor ; that the said lax and prendum us readjusted Hhall constitute the 
amount of tax and premium that shall he collected and paid during the itext 
year ensuing; and that each readjustment shall be made annually prior to the 
iKt day of May of each succeeiling year, which shall determine the amount of 
tax and preudum to he collected and paid. 

Skc. 6, That on anil after May 1. 1920, every producer of (told from any mlhes 
In the United States or its posseastuns, who shall It^ entitled to the provisions 
ot this wt, shall deliver the gold so jiroduced to the United Ktates Mint, or its 
authorluHl agencies, iiwompnnle'l hy a sworn statement setting forth the plai-e 
where the gold was mined, the dales between which it was mlitetl and prepared 
for market, and that no gold obtalnert from any other source Is (rontiUne<I 
therein, In the ei-ent any gold was recovered from ore by custom smelting or 
mllllug, the proprietor, or his managing agent or an executive or maiiagini: 
ofllivr of any such smelting or milling comfiany sliall make and deliver to the 
producer a sworn statement stating the date or dates on which such ore was 
delivered for smelting or milling and the dale that the gold recovered fnmi xsld 
-ore was delivered to the jirodurrer and the amount of gold so dellvere<1 to him. 

I'lion the delivery of any sucli gold, accoiupauied by the swoni statement of 
the iiroducer, or accompanied by the sworn statement <if the smelting or mliting 
agency, the Director of the Mint shall execute and deliver to such producer n 
4.-ertlfleate setting forth the number of line ounces of newly mlDe«l or saielted 
gold then and there delivered by such producer, and shall set forth the amount 
of premium to which the producer Is entitled. 

lu the event that ore containing gold Is delivered for smelting or milling by 
the producer of the ore to a custom smelter or mill, and In the usual smelting 
or milling practice the same can not lie treated without delaj-, the smelting 
or milling company may follow the usual smelting or milling practice, purchase 
said c>re, and receive the certlllcate. under oath, of tlie pniducer. setting forth 
the time and idace of the mining thereof, and pay to ttie producer tliM'eof the 
monetary price of $20.07 and the itremlum as herein provided upon each Une 
ounce of gold so recovere<l by said smelting or milling company, which, upon 
such iMyment, shall be entitled to all of the rights of the producer of tlie ore 
as of the date of delivery of the ore to such smelting or milling company, and 
upon the presentation of the certificate of the producer, together with a cer- 
tificate of such smelting or mllllug company settiug forth all of the facta as 
required by the rules and regulations established hereunder, shall receive the 
same amount of money as a premium for such gold so productKl and delivered to 
the smelter or mill as the producer may have received If such ore had been 
smelted or milled and the gold returned to the producer of the ore. 

That every person or corporation so producing newly-mined gold from any 
mines within lh(> United States or Its possessions on and after May 1, 1920, and 
who shall deliver the same to the United States Mint or Its authorized agencies 
as herein provided shall be paid therefor the sum, amount, or consideration as 
now provided by existing law. and in addition thereto, shall be entitled to 
receive on the certificate issued by the Director of the Mint, as herein pro- 
vided, the additional sum of SIO for every ounce of iine gold so mined and de- 
livered to the United States Mint or Its authorized agencies ; Provided, That no 
jfold bullion In any form wltatever shall Ite issued or delivered to such gold 
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producer In payment of, or In excliaiige for. any such newly-mined gold ao 
delivered as herein provided; Provided fwther. That the Director of the mint 
may coin any such gold so produt.'ed and delivered and deliver to any such pro- 
ducer the coin nilnte<t therefrom, or the director niay deliver t» uny such pro- 
ducer coin in exchange for ttuch newly-mined gold, as is now authorized under 
existing laws. 

Sec. 7. That upon the delivery of the gold and the sworn statements us hei"e- 
lnl>efnre set forth to the Suited i^tnle^ Mint, or Its iiulhiirlzed ageiiiies, ii c-er- 
tlAcate shall he Issued by authority of the Director of the &llnt to the producer 
or his order certlfylnK that the holder thereof is entitled tu receive from the 
Treasurer of the United States the sum specJUed therein as piiyment of the pre- 
mium for the production of new gold from the funds In the custmly ef the 
Treasurer herein provided. 

Sec. 8. That uny person who purposely or Itnowlngly shall vhilate the rules 
and regulations of the Intenml-Kevenue Deiwrtment referring to the collection 
wf this excise Iniposetl upon gold for other than iroinage or monetary purposes, 
ur who shall sell or dispose of any article contalnlnf; gold to which there has 
not been affixed, or upon which there has not been Imprinted, the proper stump. 
without Hrst nffixinK or t'luialiig to be Imprinted thereon such stamp as stiall he 
provided by the lnt»inml-Ke venue Department of the United States, shall be 
Jollity of a crime against the United States and shall, upon conviction, he Im- 
prisoned not more than Ave years ur fined not more than $10,000. or both. 

Sec. 9. That any person, whether acting for hlmnelf or as ucent or officer of 
any gold producer, smelter, refiner, or ndlliiig company, who purposely or 
bucwlngly, by any art, way. or means, shall himself adulterate, or procure or 
Hollctt aiHitber to adulterate, any gold presented to the United States Mint for' 
\thich a <$ertillcate for tlie iiayment of a prenilum as pruvldnl Itereln In re- 
questetl. or who sliall jiurposely or knnwlngty uuike a false stiitemeiit, or pro- 
cure or siiUcIt another to make u falsi- stntenient. In any statement or certlfi- 
cnle requlre<l herein, which would entitle the prodncw to receive a premium 
on the prodncHim of iiold herein pnivldeil tor. stiall t>e guilty of a crime ai^Hlnst 
the United States nnd shall, upon conrh-tlon, l>e Imprisnneil not more than five 
jrars. or thied not more than 1(10,000. or holh. 

Sec. 10. That all edmlnlHtrtitlve. spe^'hil, or stamp provisions of law, includ- 
ing tlie law relating to the assewinet iit taxes, so far as apiillcable, are hereby 
4>\tended to and made a part of this act, and eveiy person liable to any tax 
Imjiosed by this act. or for the collection thereof, shall l:eei> sucli records and 
ivnder. under oath, such statenienls and returns, and shall <'oinply with such 
ii^-nlatlons as the I'nlted States (.'ommlssiimer of Internal Kevenue, with the 
it|ipn)val of the Secretary of the Treasury, may from time to time prescribe. 

Whenever In the judgment of the I'niteil States Connidssloner of Internal 
Iteieune necessarj-, Ite may I'equlre any persim, by notice served uixm him, to 
moke a return or audi statements as he deems sufllclent to show whether or not 
adch' person' Is liable to tax. The conn ntssi oner, for the purpose of ascertaining 
thi¥ correctness of any return or for the purpose of making a return wliere none 
bust been made. Is hereby authnrlxed, by any revenue agent or Inspector deslg- 
iialed by him for that purpose, to examine any iMtoks, papers, ■■ecords or memo- 
miida bearing upon the matters required to l>e included In the relurn, and may 
re<!ulre the attendance of the i>ersim rendering the return or of any officer or 
emplo.vee of sucli person, nr the attenilanc'C of tiny other jierson having knowl- 
«il}ce In the prendses. and may take his testimony with reference to the matter 
reiiulre<l by law to he included In such return, with power to adndnlster oaths 
t-i such person or pernons. 

Skc. 11. That any person required unilcr this act to pay, or to collect, accotmt 
for and pay over any tax, or required by law or regulations nmde under au- 
thcrtty thereof to make a return or supply an.T Information for the purposes 
of the computation, assessment, or collection of any such tax, who fails to [lay, 
collect or truly account for and pay over any such tax. make any such return 
or supply any such Information at the time or times reqiUreil hy law or regu- 
lations, shall, In addition to other penalties provided by law, he subject to a 
penalty of not more than $1,000. 

Any person who willfully refuses to pay. collect, or truly account for and pay 
(>ver any such tax, make such return or supply snch Information at the time or 
times required by law or regulations, or who willfully attempts In any manner 
to evade such tax shall he guilty of a misdemeanor, and, in addition to other 
penalties provldeil by law, shall he fined not more than $10,000 or imprisoned 
fo"- not more than one year, or tM>th, together with the costs of prosecutkm. 
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Any person who wll1fall7 refuses to poy, collect, or truly account for and pay 
over any such tas, shall, in adiiitlon to other penalties provided by law, be 
liiible to a penalty of the amount of the tax evaded, or not paid, collected, or 
iKTOunted for and paid over, to be aBReflsed and collected In the same manner 
w ta:ies are assesBed and collected : Provided, however. That no penalty shall 
be BBsessed under thla subdivision for any otfenae for which a penalty mar 
be nsaeBsed under authority of section 3176 of the Revised Statutes, as amended. 
or of sections 8 or 9 of this net. or for any offense for which ii penalty has 
iKH^n recovered under section 3256 of the Revised Statutes. 

The term " person " as used in this section Includes any officer or employee of 
a corporation or a member of or employee of a partnership, who, as such officer, 
employee, or member is under a duty to perform the act In respeet of whleh 
tiie violation occurs. 

The Chairman, Mr. McFatiden, we will be glad to hear you. How 
many gentlemen ai-e there here who wish to be heard on the bill, Mr. 
MpFadden! 

Mr. McFaddbn. I do not know, Mr. Chairman. I have not con- 
sulted with them. Tliere are several men here, but I do not know 
]'uat what the program is. 

Mr. Bailey. There are at least three here. So far there does not 
setm to be any representative of the Treasury here. 

STATEMENT 07 HON. LOUIS T. HoFADDEN, A SEFKESENTATITE 
IN CONGRESS FROH THE STATE OF PEKNSYLTANIA. 

Mr. McFadren. Before I begin, Mr. Chairman, I was wondering^ 
Vi Jiether the Secretary of the Treasury was going to be present. 

The Chaihman. The Secretary had written a letter and we called 
on him yesterday, and the Secretary informed the clerk that he had 
nothing to say on the matter further than what was contained in his 
letter addressed to the committee, and we have that letter. Have 
you seen the letter, Mr. McFadden ? 

Mr. McFadden. No, sir; I have not. 

Mr. TiMBERLAKE. It might be well. Mr. Chairman, t«) have the 
letter read. 

The Chairman. Yes. 

Mr, McFadden. I would like to know what he has said. 

The Chairman. You may proceed, Mr. McFadden, until the clerk 
gets the letter. 

Mr. McFadden. The reason I made that suggestion was because 
there were certain que^ions I wanted to propound to the Secretaiy 
of the Treasury or have you propound to him, in connection with this 
hearing, and in his absence I think I will put in the record these 
questions and let the Secretary do as he chooses about answering^ 
them. They are very vital to this hearing and I regret that he is 
not here to answer them. 

Mr. GrABNER. Before you go on. may I ask whether you have 
jilready propounded these questions to the Secretary of the Treasury ? 

Mr. McFadden. No ; I have not. 

Mr. Gabner. Then why is it you regret that he is not here. He 
li'is said to the chairman of the committee in his letter that he has 
n')thing further to say and I do not think that the inferred criticism 
of the Secretary of the Treasury, under the circumstances, is lusti- 
fied. .."... 

Mr, McFadden. I am not criticizing him, Mr. Garner. 
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The Chaibhan. The clerk will read the letter of the Secretary 
for the benefit of the members of the committee and the gentlemen 
present. 

(The clerk read as follows:) 

The Sbcbbtaby of the Tbeabcry, 

Wathington. May 24, 1920. 
Mt Deut Mb. Fobdnev : I have jonr letter of the 22d of May and thank you 
for your ioN-ltatloD to appear before the Ways and Means Committee to-morrow 
In case I had anything additional to add to my tetter of the 9tli of April report- 
ing on H. H. 18201, Introduted by Mr. McFadden, " To provide for the protec- 
tion of the monetary gold reserve by the maintenance of the normal gold pro- 
duction of the United States to satisfy the requirements of the arta and trades, 
by Imposing an ext'lBe upon all gold used for otber than monetary purposes, and 
tlie payment of a premium to the producers ot newly mined gold, and providing 
penalties for the violation thereof." 

In reply, allow me to say that I appreciated the opportunity given me by the 
committee to report upon the bill, and that I have notlilng further to add to my 
l«rtler of April 9 which seems to present the Treasury's viewpoint fully. 
G<»41aUy, yours, 

D. F, Houston. 
Hon. Joseph W. Fominet, 

Chairman Wttu» and Meant Committee, 

Hmuo 0/ Repre»etitative». 

Mr. (Iahnbh. Where is the letter of April 9? 

The Chairman, Yes ; read the letter of April 9, if you please. 

(The clerk read as follows :) 

The SBcaETAHY of the Treabuby, 

Washington, April 9. 1920. 
Dkab Mb, Foxdney ; I received your letter of April 5 with the Inclosed copy 
tA the bill <H. R. 13201), Introduced by Mr. McFadden, "To provide for the 
protection of the monetary gold reserve by the maintenance of the normal gold 
production of the United States to satisfy the requirements of the arts and 
trades, by Imposing an excise upon all gold used for other than monetary pur- 
poses, and the payment of a premium to the producers of newly mined gold, 
and providing penalties for the violation thereof." 

The Treasury Is very much opposed to this bill. The Treasury Is opposed 
ro subsidies In general and la particularly opposed to subsidizing the gold 
mining industry. I believe that the gold miners will lu the long run benefit 
with the rest <if tlie community from the ability of this country to maintain 
Itself on a gold basis. In connection with the general subject, I take pleasure 
111 banding you herewith a copy of rei>ort, dated February 11. lOlfl. made 
by a committee appointed tiy Seci'etury McAdoo to investigate the problem of 
production of gold. 

Very truly, yours, D. F. Houston. 

Hon. .Joseph W. Fobdney, 

ChaUrman Committee on, Waya and Meant, 

HoMte of ReprMenlatlvet. 

Mr. Gahner. May we have that report put in the record also? 

The Chairman. Yes; we will liave the report put in the record. 

(The report referred to follows:) 

February 11, 1919. 
The Secbetaby of the Tbeasuby. 

Sib: On November 2, 1918, your predecessor appointed the undersigned com- 
mittee to Investigate present conditions In the gold mining Industry and to 
study the problem carefully and. thoroughly with a view to definitely ascertain- 
ing all the difficulties confronting gold production and submitting suggestions of 
sane and sound methods of relief. 

The nature of the problem submitted to the committee was well wtated in the 
letter of Secretarj- ilcAdoo to Del^ate Sulzer, of Alaska, uncler date of June 
10, 1918, to which reference has been made in almost all resolutions or dis- 
cusslona of the suliject since that time. That letter Is reproduced herewith. 
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At that time the war was at ita lielgbt and there wan every pi-OHpect if a 
pnilonKefl vrnr. Contrary tu the liellef appureotly eiitertuined In uiun}' quarters 
Llie xlriit-ture of hanking credit In any country during war time iloes nut de- 
pend veiy much, [t at all, on the unioinit of gold tliat can be made avallnhle as 
M reserve for that structure. Undoubtedly the rise In prices In this country 
since 1014 In to a jireat extent due to the lieavy Iniportatiuns of ftold during 
1913 and 1916, but it does not follow that the export of a correaponding amount 
of g(i](l at the prewnt time would operate to brlnR down prices. As a matter 
"f fact It Is the Judgment of this eomraitt« that It would not bo operate nntil 
we have reached or approached normal peace conditions. 

In time of pence the gold reserve Is undonlitedly an Important factor In con- 
f roll nir the iTBdit structure, but In time of war that structure Is determined by 
other cauMvi. This distfnctltm Is sometimes overlooked and much Inaccurate 
thinking Is due to this oversight. Under war couditions the Imperative neces- 
sity of tbe G<iiemment for the production of war essentials determines Gov- 
ernment esi>enditure, and this eipenditure can not be modified to meet the 
hanking needs of the conntrj-: oj> the cmjtrary, tlie lianking policies of the 
c-onntry must conform to the ilscnl policy of tlie (ioveniuient. Under tliese 
circumstances, tlie only way [n wh:ch the esiianitlon of hanliing credits can l>e 
checked Is by a reduction of civil demands to i-orrespond with tlie expanding 
jieeds for Oovemment expenditure. The credit saved through this reduction of 
civil deniandn becomes available to tlie Government through the purchase of 
GoveTOnient securities or through the payment of tnses. To the esteiit to 
which such saving and resulting iuvestnient does not take piiice Government 
<)bligntioiis must t)e taken by the banks, giving rise to credits to the Govern- 
ment which create additional purchasing power to the Government. This ad- 
ditional piirchaslDg power, In turn, competes with the demands of private In- 
dividuals, driving up i)rlces against the Government and agfttnat the civil con- 
sumer and ultlnuitely Impairs the individual's purchasing power lo an amount 
roughly equivalent to the inipeimient tliat might t>etter have been brought about 
tlirotigh voluntary saving. The credit structure thus erected depends Inevitably 
UfMin GoTeruuient needs and upon the willingness and ability of the community 
to im]Mise upon Itself voTuntary restraint In expenditure. In other words, the 
Htmciiire will be higti If tlie eonmmnlly falls to save. 

The ■■esuTts In saving achieved In the United State« were remarkftl)le, but no 
program of ttav'ng con he instantly put into effect and the expansion of the 
credit structure tlmt took place under these circumstances was Inevitable anrt 
<-oul(l not have l)een controlled through any reduction tn tlie gold resen-e. 

This being so and a long war being Iwlleved In pros|>ect. It was Important to 
inalntR'n a strong gold reserve In order that there might be no Iniiuilrnient of 
confidence tn the convertibility of our currency nnd In our alilllty ult'roately 
to settle any International lndei>tedness In gold. 

The cessation of hostilities has radically changed this situation, and, with the 
change In the situation, any need of imrtfcnlar effort to promote or stimulate 
inir gold production which mny have existed hns ceased. There Is now no 
danger of an inipnirment of confidence. The dniensions of our liiianc'al prob- 
lems are becoming clear and we know that we can without permanent strain 
nieel iitiy finiinclal rcqulivnient tlic Govenimenl will i>e willing to nssunte. Kome 
fiirtliei- I'Xpansi'in of cn^lit niiiy result fi-oni our ex])enirtures for demohlli!:ii- 
tioii iitid iviidjustntent. hnt we can liHik fonviiiil to a comparatively early con- 
traction of our creillt structure with the allendlng circumstances of ii free gold 
market and a gold i-eserve tlint shall once more perform its normal function 
"f i-egulnttng cred I cimdtt'ons. That movement will, we l>elleve, be both 
liivc-edeil ami ni'coiuiwiiiied by lower commodity prices. 

ITndei" these circumMtiini-es. there is In our opinion no need for nitificlnt 
stlmulat'on of gold priHtuctioii. Not only hns any need therefor iiasse<l, but 
tliei'e have come into operation causes that will In due time restore all Industry, 
including the mining of gold, to a normal basis. Gold mining will then become 
iigaiii norinaily profitable and respond automatically to normal stimuli. 

It is therefore the juilgment of this committee tlmt no steps should lie taken 
by the Government to stimulate or promole the production of gold. 

The representatives of the gold-mining Interests very properly based their 
suggestions for relief lai the public necessity for a larger production of gold 
nnd not on the hardshljw suffered by them as parties interested in an Industry 
In which the margin of profit had been rapidly shrinking, and In many cases had 
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«iHrely dlfiippenivd or been tiirnpd into a I'wn- TFipy reeiiKn iuhI tlmt sn<^li 
tliiuliiliiiblnK proflts unrt such liHtwtt \ven> inevltiiblt^ under ttie RbiftliiK cilixll- 
liotiM of wur and that merely iis producers they bud no l>etiei' fhiliii to rel pf 
thun any other section of tht^ t-oinniunlty siifferlnK a reduction of prottts or iu- 
I'urrinc bitmeK under the chan^nf; Incidence of war cnnilltionR. 

In the course of Its consideration i< the HUhJect referred to it this coniudttee 
Iius conferred with a committee appointed by Itie Americiin Gold Oiufereiice 
behl Ht Keiio In Auguitt, 1818. under tlie presidency of (iov. Kmuiet D. Boyie, 
of Nevada ; It has tuid tlic henellt of the very complete iiurvey of the condl- 
tlonit of the gold mining Industry contiilned fn the report dateil October 3l>. 
1018, of the c<)nimltti* appulnted by the Secretary of the Interior to study the 
jrolil situation, of which Heimen JennlnicR. Esq., was chalrmuo. uuil of tlie re- 
{>ort ilnlHl Xorenitier 2d, 1918, of the Rold-prudnction committee appointed by 
tbe couuulwiouers of the British treasury under tlie ctiairuuinKhip of l^urd 
Ini'hciipe; they have wmferred with or secured the views of Prof. Irvinf; Fisher 
iiiid other eminent eennondNts, besides which they have bad referi'ed to them a 
iHNiKklenible volume of correspondence exiiressini; widely vnrylnfi; views which 
Imd been rei-eived by the Secretary of the TrwiBury nnd the Dli-ector of the Sllnt. 

It ill juterestint; to note tiiat the BritlKh treasury c<ininiltlee ai'rlved tit tlie 
siiiiie coiicluM'on as that which we have reached. 

We can not refruln from exprexxInK tEmttflcatlon at the suhsiantial unanimity 
of opinion anMin^ those whose ponltlnn or experience entitles thHlr views to 
resiHVtrnI comrtderation atntlmtt sugtcested measures of relief that would have 
liud a tendency to uudernilne or upset our standards of value. 

Respectfully submitted. 

Ai-nKBT STB.waa. 
Edwiik F. Gat. 
Raimono T. Bakkr. 

Buum' D. BOYLK. 

Pope Yeatman. 

Mr, McFadden. Mr. Chaiirman, there is no desire on my part in 
propounding these questions I have suggested, to embarrass the Sec- 
retary of the Treasury. It is more to get the information and have 
it as a matter of record in these hearings that I have suggested them. 
If. however, in thejudgment of the members of the committee, tliey 
would prefer that I would submit these questions in a letter to the 
Secretary of the Treasury. I will be very glad to do that and leave 
them out of the record now. 

Mr. Garni::r. Put them in the record. I guess the attention of the 
Secretary of the Treasury will be called to the record made in this 
■case. 

Mr. DiCKiNSOX. It strikes me it would have been better to have 
sent the questions to the Secretary of the Treasury by letter and also 
to have jjut them in the recoi-d. You might have gotten an answer 
from him by this time. 

The Chairman. I think it might be well for the clerk to send n 
■copv of these questions to the Secretary and ask him if he wishes to 
reply to them, and put them in the hearings also, if that is agreeable 
to the gentlemen of the committee. 

Mr. McFadden. Yes; that will be entirely satisfactory to me. 

Mr. Dickinson. Yes. 

The Chairkan. Yes; and if the Secretary replies to them, we will 
put the Secretary's letter in the record also. 

Mr, Garner. Let me ask. Mr, Chairman, is it vour purpose to send 
the questions submitted by Mr. McFadden as being sent by the Com- 
mittee on Ways and Means to the Secretary of the Treasury with 
the suggestion that be submit to the committee such answer as he may 
desire t 
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The Chairman. If that is Mr. McFadden's request and if that is 
agreeable to the committee. 

Mr. Garner. I was just asking what the policy was goin^ to be. 

Mr. McFadden. With your permission, Mr. Chairman, inasmuch 
ns there is some controversy about this matter, I will just withdraw 
these questions, and perhaps lat«r on get this information from the 
Secretary direct, without troubling the committee. 

Mr. Bainet. Would it not be better to submit this bill to the 
Secretary t 

The Chatbhan. It has already been submitted and we have a 
reply from him about it. 

Mr. Dickinson, Permit me to suggest, Mr, Chairman, that Mr. 
McFadden is now or soon will be the head of a great committee of 
the House, and it looks to me as though it is entirely appropriate for 
him to have asked those questions by letter of the Secretary of the 
Treasury or present them now, and so far as I am concerned I will 
be very glad to have them go in the record. 

Mr. Crisp. Mr. McFadden has said that he was going to withdraw 
the questions, 

Mr. McFadden. I will withdraw them so there will be no question 
or controversy about them. 

Mr. Chairman and gentlemen of the committee, at the forty-Bfth 
annua) convention of the American Bankers' Association the follow- 
ing resolution was adopted unanimously on October 2, 1818 : 
\Vherea8 tlie gold t>ro<luctlon of the United StAten, which decHiied ho i'apld1<r 

during the war perltxi, haw since the algning of the armlBtlce still further 

declined because of the extreme eomomic pressure to which the goid-mininj- 

IndUHtry has been subjected ; and ; 

Wbereas golA Is the etHndard of vulue anil the banls of all credit, and if^si 

vitally Important to the flnanctnl and commercial life of the Nation that tro 

utonetury resen-e be protected: Now, therefore, be it 

Rfiolvcd, Thnt the Auierlcan Bankem' Assoelutlon. In convention iiasfmbled, 
respect fully requests and urges ui>an the Oovernment of the United States tbe 
desirability of maintaining the domestic production of new gold In sutllcleut 
volume to satisfy the present anttdpeted trade rcqulrementB for this nietnl, 
and asks thnt steps be taken Immediately to that end : and be it further 

Heiolred, That the secretary of this association be. and hereby Is, Instmcted 
to send a copy of this resolution to the President of the United States, the Secre- 
tary of the Treasury, and the Members of the Senate and House of Represeirta- 
tlves of the United States, advising tlipni of Us adoption: and be it also further 

Reaolred, That, considering the grent Importunce of this subject, this conven- 
tion recommends to the executive council that the matter be referred to the 
Federal legislative committee and the currency committee for an eshaiiatlTe 
study and such action as may be deemed necessary. 

On April 27, 1820. the Federal legislative committee of the Ameri- 
can Bankers' Association in session recommended the indorsement 
of H. R. 13201 as the liest means of accomplishing the results as set 
forth in the resolution of the convention of October 2. On the same 
day the trust company section of the American Bankers' Association 
in their report also recommended the indorsement of this bill. 

Mr. Garner. Mr. McFadden, I gather from that resolution that 
your bill is for the purpose of carrying out the expressed purpose of 
those resolutions? 

Mr. McFadden. Exactly. 

Mr. Garner. That is, to promote increased production of gold in 
the country. 
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Mr. MoFadden. Yes. 

Mr. Gabneb. And you propose to do that under the taxing clause 
of the Constitution? 

Mr. McFaddek. Yes. 

Mr. Qaritiir. Well, I did not know you used the taxing clause of 
the Constitution for the purpose of promotini^ a business. Of course, 
it has always been our idea to use the taxing clause of the Constitution 
to get revenue in the Treasury and not for the purpose of either 
depressing or promoting any enterprise or busineea. 

Mr. McFadden. This is an excise tax collected from the manw- 
facturers on the sale of their product. 

Mr. Gabkeb. I am not speaking now about the legality of the ta». 
I am speaking about the purpose for which you say the tax is levied, 
not to get anything in the Treasurr but to promote a business or as 
industry in the United States. I nave never heard anyone yet sa^ 
in support of excise taxes or other taxes, so far as internal revenue 
taxes are concerned, at least, that they levied the tax for the purpose 
of promoting an industry; but the purpose of the tax was to get 
revenue in the Treasury. 

Mr. MoFadden. I call your attention in that connection to the 
fact, as the situation presents itself now, that the price of gold being 
fixed at $20.67 an ounce, and the cost of production exceeding that 
amount, the Government is actually subeidising the manufacturers 
of gold. 

Mr. Garner. You have a perfect right to subsidize an industry, 
but the country then knows exactly what you are doing; that you 
are subsidizing that industry in order to make it produce, but I have 
never known the taxing clause of the Constitution to be used for the 
puipose of promoting an industry in the country. 

Mr. McFadden. It is a new proposition. I will admit that. , 

A free gold market is maintained under the provisions of this bill, 
for the reason that the excise is collected upon the manufactured 
article as sold and not upon the bullion. The consumers of indus- 
trial gold will continue to purchase their raw material from the mint 
at the free gold market price of $20.67 an ounce. 

NO change in honbtabt VMrr. 

This bill does not change the number of grains of gold in the 
dollar and, therefore, does not change the monetary unit. 

INDUSTKUL CONSUHEBB OF GOLD NOW SUBSIDIZED. 

The Government is selling gold without limitation for industrial 
consumption at the prewar price of $20.67 an ounce, which is less 
than the cost of production. The average wholesale price of all 
commodities for the year 1919 was 112 per cent greater man for the 
year 1914. Had the price of gold been regulated by the law of supply 
and demand, it wouid have at least increased in price with the gen- 
eral average of all other commodities in the United States. The 
gold producers would have received for their 1919 output, which 
was sold to the industrial consumers for $58,500,000, an increase of 
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112 per cent, or an additional amount of $65,000,000. To this ex- 
tent the industrial consumers of gold profited by a subsidy at the 
expense of the producers of gold. This bill creates the governmental 
machinery by which the industrial consumers of gold may pay more 
nearly tlie cost of production for their raw material, thereby lessen- 
ing the subsidy which they now enjoy. 

Premium to producers compensat«s for part of the decline in pur- 
chasing power of the dollar. 

As compared to 1914, the purciiasing power of the dollar in terms 
of all commodities as rx>mpared to 1919 was 47 cents. The gold 
producers' ounce in 1914 had a purchasing power of $30.67, whereas 
during 1919 the same ounce could purchase m terms of all commodi- 
ties but $9.70. I'he gold producer is in the same position as a persoa 
who received tlie same income in 1919 as in 1914 and finds that a 
$2,000 income had shrunken in purchasing; power to $970. 

This is the most important reason why the gold production in the 
United State declined from $101,000,000 in 1915 to $58,500,000 in 
1919, and from present indications will probably still further decline 
to not exceed $40,000,000 during 1920. 

This bill is a revenue producer and lessens the tax burden upon 
the public. 

Had this bill been in effect during 1919, it is estimated that a 
revenue in favor of the Treasury Department and in excess of the 
expenditures provided under this act would have amounted to 
$14,000,000. From piesent indications it is probable that the pro- 
duction of new gold for 1920 will not exceed $40,000,000, and from 
the record of sales of gold for consumption in the manufactures and 
the arts it is probable that $90,000,000 of gold will be consumed for 
industrial uses this year, which would create a balance in favor of 
the Treasury of $25,000,000. Since the tax is imposed upon the 
consumers of industrial gold, it does not fall upon the public, but 
largely upon the consumers of jewelry, a luxury. 

GOIJ) STANDABD PROTECTED. 

It is important that the gold-mining industry be kept alive for 
fear that with the grs^itly rediiced promiction there will be difficulty 
in retaining the gold standard during a popular campaign for credit 
restriction, accompanied by declining prices. The g;oH-mining indus- 
try will be completely shut down unless constructive aid is provided 
without delay. The continued depletion of the gold stock by excess 
exportation and industrial use will seriously impair the public oon- 
iidence in the Nation's finance and currency unless a normal gold 
output is insured. If the gold-mining industry is allowed to shut 
down, it will take years to develop a normal output at a very much 
greater expense. The time to act is now, before the industry is shut 
down and the deep mines are filled with water. 

Here I want to insert some statements of fact pertaining to th» 
gold situation which I will not trouble you with reading, but yon 
gentlemen will have it nil before you in this statement : 
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Important ffolif firrtn. 

Total rnltetl Stares koU stiK-k May 1. Ifll9 »3. 0»2,43«.»lfi 

Tfitfll fnlted Rtatw Kol.1 Khick May 1. 1»20 2. ftM. «ir., 7.10 

r>«-lin^ In United Srntes jn>l<l sl<K'k May 1. Ifllft. to May 1. 
1920 (14.4 per cent) 445 815, I6rt 

Kxpiirt of gcM from the United Statfs, I'alemlar ypiir 1018 :(fl8, 144. .TO(i 

Unitwl StoteH goM Imports, cateiiilar year 191B _. Tfi.Tk^l.dOO 

IjnKt of Rold by expess vspnrtatlon. calentlar y«ir 1918 __ 291, fill). !W(i 

Esportfi of Fokl fnini the l.'ntteil States, Jan. 1 tn Apr. 30, 1820„ 181, 018, mi 
I'nltM States (?oUI Imports, Jan. 1 to Apr. 30, 1920 88, 701,311 

I/jsses of gold by excetw ex)N)rtatlon, Jan. 1 to Apr. SO, 
1920. 9S. 311. 743 

Total Federal reserve net depoelta Apr. 80, 1920_- 1.812,732.000 

Federal reserve notes In Hreiilatlim Apr. 80. 1920 3, 074, !Wi. 000 

Total resenes, Fedf^ral reserve banks Apr. 30. 1020 2, 070, 70S, 000 

Ratio of retfcrves to Federal i-eserve net deposit and note liabilities .Vprll 30, 
1920, 42.4 per cent ; 4.4 |ier cent abm'e the legal reqnlrementK, 

(!ol(i cover of the Federal rewrve dollar note hi clrcnlathm April '30. 1920. 
4«1.7 cents. 

Bnrean of l^abor Rtatistlc.i, wholesale price liiilex nnniberN, 1914. equal 100; 
for the year 1919 equal 212. 

Ptirchastnu power of gold onnce at flie<l monetnrr price of $20.07 irus onlv 
^.70 In the year 1919, 

Premium of $10 per ounce of new fcold to compensate for loss of purchaslue 
l>ower gold, the protluct of an Industry, In the only commodity that has nol In- 
ereasol In price; hence thta premium Is not a subsidy. The Industrial con- 
Kumers of gold are receiving their metal at the prewar price of $20.fi7 per ounce. 

The excliie and premium proposal merely creates the machinery by which the 
nmsnmer of commodity gold in mannfactutes and the arts may paj- the coat of 
Its production. 

WorM'H gold production 1815. £469,000.000; 1819 (estimated). $3.'i0.000.0no. 

WnrUrs gold production ilecllne I91.V1819, *119,000,000, or 2.^.4 per cent. 

United States gold production 1815, f 101.000.000 : 1919. $.'■8,500,000. 

United States gold production decline 1915-1919. $42,600,000, or 42.1 per »«t. 

Averaxe Inereaaetl coat of gold-mtnlng supplies In June, 1918, over prewar 
exists. 85 per cent. 
Gold sold by United States mint for consumpHou in mannfactures 

and the arts, 1919 $78,837,600 

Usnal estimated gold coin destruction 3.500.000 

Total gold sold and coin destroyed for use tn manufactures 
and tlie arts*, 1919 80, 337, 600 

lltIO |iriHlni'tlor) fulls ri> iH|n:il iiold consumed In umiiufiictni-es niid 

the arts by ___ _ $21,848,000 

OliI gold rellned b.v New Yoi-k n-<Kny olBce and returneil to inanufae- 

tnrent, 1919 20,350,613 

<><>)d Mohl by I'nited states assuv oflli-e, New York, for consumption 

in the mamifiictnres and the arts, Jan. 1 to Mar. 31, 1020_ 20.037,317 

]I>18 ITnitetl States siliceous ore: 

fiold output (63,7 [ler cent of total) 42.284,130 

Placer gold output (28.6 per cent of total) LI, 673. 424 

Base ore l)v-produit output (12.7 per cent of total) 8, 4.'i4.282 

I'nited States gold proilnctlon 1920 (CMtlmuted) l 40,000.000 

Estimated Allure of gold production to meet 1920 requirements of 

niannfai'tiires and the arts 40,000.000 
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Estimated Income from excise of SO cects per penny weight baaed on 
1919 domestic consumption of gold In rauQufactoreH aod tlie arte 

(excludes Imported Jewelry, an additional Boarceof revenue) {48,000.000 

Bitlmated premium coat based on 1919 KoW production 29, 000, 000 

Balance in favor of United States Treasury 14,000,000 

Mr. Bainet. What happens when a deep mine is fUled with water? 
Is it possible to develop it again t 

Mr. McFadden. I suppose by pumping out the water, at great 
expense, it can be reclaimed. I think some of the gentlemen who 
are here and who are practical miners will present those facts. 

Mr. Kainet. You have some practical miners heref 

Mr. McFaimjen. Yes. 

The Treasurr officials have, I think, taken a premature stand in 
opposition to tnis proposal. Secretary Houston has stated that he 
objects to the premium proposed in this bill because it constitutes 
a subsidy to which the Treasury as he says is ever opposed. Evi- 
dently he does not realize that he is more greatly subsidizing the 
consumers of gold in jewelry and for other industrial uses to a 
larger extent than the premium proposed under this act. Taking this 
into consideration, there is no net subsidy to the producer under the 
provisions of this act 

The Secretary also appends a report made by a committee, at the 
head of which was Mr. Albert Straus, former member of the Federal 
Keserve Board, who opposed any stimulation in the production of 
gold, saying that a checking in tne production had been occasioned 
by war causes, which would disappear as the war receded further and 
further into history. The economic pressure experienced by the 
gold-mining industry with the attendant high prices for labor and 
material would cure itself in the course of time. 

It is true that the Great War is vanishing into the past, but for 
all that prices for material and labor have greatly increased since 
the signing of the armistice and the pressure upon the gold mining 
industry is even greater to-day than it was at that time. Further- 
more, at the time that this report was prepared there was an embargo 
placed upon the exportation of gold from the United States and 
restrictions with reference to its industrial use. Since the presenta- 
tion of this report the embai^ has been lifted and the restrictions 
removed, thereoy occasioning a loss to the monetary cold stock of 
the United States in the amount of $443,000,000 from May 1, 1919, to 
May 1, 1920, by excess exportation and a consumption of gold in the 
manufactures and the arts greater than the amount of metal pro- 
duced from our mines. In the meantime the gold-mining industry 
is suffering and going more and more into aecline, approaching 
very rapidly the vanishing point. It is surprising to find any oppo- 
sition in the Treasury based upon such premises. It is complaining 
of its huce deficits. The excise proposed will be collected at no 
considerable expense to the Treasury. The excise will not only 
pay for the premium but will leave a substantial balance of some 
fifteen or twenty million dollars annually, which balance is to be 
paid into the general fund of the Treasury of the United States, 

In a letter which was submitted by the California Metal and 
Mineral Producers' Association to the Kailroad Commission of the 
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State of Ciilifornia, Secretory Houston, on Apt-U 1, 1920, stated the 
following : 

In resjxinsc iierinlt me tci wtalf thiit tlie Treadtiry would, uuOer prewut clrcuin- 
MiincoH, regret to see any uteim token teniiiag to interfere with the produttiou o( 
gold, wiili-h even now iti on n intioh OlminiHhei] scale. It Is, of course, Impossible 
fur the TreHHHi'y to Jiulve of the refpei'llve iniportiince of the couflictlng neeils 
of your conununlty for power, and it must, therefore, confine Itself to the state- 
ment tlint It ivoulit i-emril us nnfortnnate nnythlnK that woultl further ourtnll 
Told production. 

I would ask yon to contrast that letter with the statement of the 
Secretary of the Treasury which has already been submitted. 

From the above statement it is hard to account for the opposition 
expressed to this bill which provides for relief to the j^old-mining 
industry, thereby insuring the continuaQce of production over this 
period of economic stress with the statement made by the Secretary 
in his letter of April 1 as above cited. 

If the Treasury Department regard the declining gold output as 
unfortunate and are opposed to the constructive relief afforded 
in this bill, they should present a proposal which will effectively 
maintain a normal gold production during this period of economic 
stress. It is not in the interests of the financial security of the 
Nation to criticize without substituting a superior means of accom- 
plishing a result which will protect the gold standard and serve as a 
financial safeguard. 

I will put in the record at this point a copy of the letter I just 
quoted from, written by the Secretary of the Treasury, and also a 
copy of his letter to Mr. Fordney, so that they both can be seen and 
read at this point. 

Tbeabitiy Dupartkent. 
Wanhinglon. D. C. AprU I, J9S0. 
Itonnr I. Kkkb. Ksq.. 

8ee.-Trtat. CalitomUi Metal <itid Uineral Produeert' AMOcialUm, 

San Francinco, Calif. 
Deab Sib: I have your letter of &Iiirch 26 IndOHinR a copy of your communl- 
<-ntion of March 4 requeHtinK n statement as to the attitude of the department in 
refiard to the need for the continued production of Rold. The purpose of asktuK 
for thin Rtatement 1b. I understand, to permit Its use before the Railroad Com- 
rotsslou of the State of California in case that commission should adopt a prior- 
ity schedule governing the supply of hydroelectric energy during the forlhcomfng 
summer months. A very light rainfall Is stated to be the reason why It may be- 
come necessary to adopt such a priority schedule. 

Tonr letter also Incloses a copy of a letter dated June 10, 1918, written by 
Hon. William G. McAdoo. then iiecretHr.v of the Treasury, to Delegate Snixer, 
House of Representatives. 

In response permit me to state that the Treaaury would, under prenent cir- 
cumstances, regret to see any steps taken tending to Interfere with the produc- 
tion of gold, which even now Is on a much diminished scale. It is, of course, 
Impoffllhie for the Treasury to Judge of the respective Importance of the con- 
flicting needs of your community for power, and It must, therefore, confine Itself 
to the statement that it would recnril nn unfortunate anything that would fur- 
ther curtail gold production. 
Very truly, yours, 

D. F. Hors-rort. 

The SBcarTABT ov the Tbeasitrt. 

WlUhingttm. April 9, W20. 
Dkas Bim FoaoNEV : 1 received your letter of April 9 with the Inclosed copy of 
the bill (H. B. 13201) Introduced by Mr. McFadden. " To provide for the protec- 
tXofk of the monetary gold reserve by the nwlntenance of the normal gold produc- 
36604—21 2 
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tlon of file United Stntea to gatlRfy the rpqulrements of the arts and trades, by 
imposlug &u excise upon all eold used for other than monetary purposes, and 
the payment of a premium to the producers of newly mined gold, and providing- 
penalties for the violation thereof." 

The Treasury Is very much opposed to this bill. The Treasury Is opposed to 
subsidies In general and Is particularly opposed to subsidising the gold-mlnlng- 
industry. I believe that tbe gold miners will. In tbe long run, beneflt with the 
rest of the community from the ability of this country to maintain itself on a 
gold basis. In connection with the general subjecti I take pleasure In handing 
you herewitb a c<^y of a report, dated February 11. 1919, made by a committee 
appointed by Secretarj- HcAdoo to investigate the problem of production of gold. 
Very truly, yoUrs, 

D. F. HODSTOH. 

Hon. Joseph W. Foenoey, 
Chaimtan Committee on Wav» and Ueana, Sotue of Representative*. 

The facts that have been presented nnd correspondence received 
since this bill was introduce show beyond reasonable doubt that 
products containing gold manufactured for the export trade should 
be relieved of the excise burden specified in the act. It is not my 
intention that any hardship should be imposed upon such manufac- 
turers which would be detrimental to the export business of the 
Nation, and I therefore submit for your consideration the following 
amendment to H, R, 13201, section 2. 

If you have copies before you there, and will refer to them, I will 
just go through them briefly: 

That under such rules and regiUatiODs as the Commissioner of Internal Rere- 
nue, with the approval of the Secretary of the Treasury, may prescribe, the 
excise tax Imposed under the provisions of section 1 of this act, shall not apply 
in respect to articles sold for export and In due coarse so exported. Under such 
rules and regulations the amount of any excise tax erroneously or illegally 
collected in respect to exported articles may be refunded to the exporter of the- 
article Instead of the manufuetui'er if tlie mtinufacturer waives any claim for 
the amount to be refunded. 



This is the wording used in the act imposing a luxury tax in ex- 
empting gold articles sold for export from the tax. 

There are a few minor changes in the wording of the act which I 
would also like to submit for your consideration. 

Page 6, lines 2 and 3, eliminate the following: "the monetary price 
of $20.67 and " as being superfluous reference. 

Page 6, line 13, the substitution of " would " for " may." 

Page 10, line 1. the substitution of "collection " for " collected." 

Page 10, line 2, the substitution of " shall fail " for " fails," 

Page id, line 7, the substitution of "shall willfully refuse" for 
" willfully refuses." 

Pace 10, line 16. the substitution of " shall willfully refuse " for 
" willfully refuses." 

I think, gentlemen, that is all I have to say on the subject. 

Mr, Watson. May I ask a question? What is the standard price 
of jgold to-day ! 

Mr. McFadden. $20.67 an ounce. 

Mr. Watson. How long has that been the standard price? 

Mr. McFadden. Ever since the gold standard was adopted years 

Mr. Watson. How many gold mines are not now in operation! 
Mr. McFadden. 1 can not give you the exact number. Some of 
these mining gentlemen here, I have no doubt, can do that, but a. 
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large percentage of them have already shut down and many more are 
shutting down, as evidenced by the decreased production of 50 per 
cent. 

Mr. Ghebn. As I understand, there are some gentlemen here en- 
gaged in the miTiing business who will be able to give the committee 
those figures. 

Mr. Watson. What does it cost to produce an ounce of gold ? 

Mr. McFadden. It depends on the kind of mining and the value 
of the ore. There are several different kinds. For instance, there is 
the placer and then there are the low-grade ores and the high-grade 
ores. 

Mr. Watson. Does it now cost more to produce an ounce of gold 
than the Government price? 

Mr. McFadden. In many instances, yes ; as evidenced by losses sus- 
tained by operating companies and by the fact that such a large 
proportion of the mines have shut down. From the correspondence 
Uiat has come to me from miners engaged in this operation, it is 
indicated to me that the increased cost will be no more than covered 
by the premium provided by this act in many of the big operations. 

Mr. Watbos. Who loses the most, from the time the pick goes into 
the ground until the time when the gold arrives in the Treasury? 

ilr. McFadden. I do not just understand your question. 

Mr. Watson. As I understand, there is a loss of about $8 an ounce 
upon the production of gold from the time it is mined until it reaches 
the Government; is that right! 

Mr. McFadden. Theie are losses in the various processes of extract- 
ing thegold values from ores. These losses are borne by the producer. 

Mr. Watson. I want to know who loses the most money, trie mina", 
the owner, or the refiner. Of course, the loss is scattered from the 
time the pick goes into the ground until the bullion reaches the 
TreasuiT. 

Mr. McFadden. I am not a practical miner and I do not know ^ust 
how that burden is distributed, but I presume some of these practical 
mine men can answer your question. I am sorry X can not. 

Mr. Hawlet. You do not propose that when the Treasury sells a 
quantity of gold to any manufacturer it shall tax him 50 cents per 
, pennyweight ? 

Mr. McFadden. No ; when he sells the manufactured product. He 
still gets it at the price of $20.67 per ounce. 

Mr. Hawlet. And then when he sells the manufactured article 

Mr. McFadden (interposing). When he sells the manufactured 
product, the excise tax is collected on his manufactured article. 

Mr. Hawlet. How do you determine the amount of gold in that 
article i 

Mr. McFadden. J, suppose that is a regulatory matter. The Keve- 
nue Department here, I suppose, would have charge of that and estab- 
lish some system as to that. It would probably M upon certification, 

Mr. Gheen. But would it not be easier to require tne tax to be paid 
when the manufacturer bought the gold? 

Mr. McFadden. I think you would experience some difficulty in 
doing that, and it might interfere with our entire gold situation. 

Mr, LoNQWORTH. What is the price of silver now? 
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Mr. JMcFAOT>E*i. It is around $1 an ounce. It has declined from 
the high price of $1.37, which it reached some weeks ago, to prac- 
tically $1 an ounce. 

Mr.' Hawij:t. Do you think it is practicable to levy the tax as you 
propose? For instance, here is an article that has a gold plating on 
the outside; how is the Treasury going to determine the amount of 
gold in that gold plating? 

Mr. McFadden. I should say it would have to be on a sworn 
certificate from the manufacturer that so much gold was used in the 

f reduction of the article. It is a matter of honor to a certain extent, 
should say, but I think the Treasury Department can easily ascer- 
tain that. 

The Chairman. What would be the serious difficulty in imposing 
the tax, as Mr. Green has said, when the manufacturer purchases the 
gold for manufacturing purposes! 

Mr. McFadden, Well, it would not be an excise tax, particularly, 
would it? It could be used for any purpose. I would call your 
attention also to the fact that I have introduced a bill which provides 
» fine for the destruction of gold coin, which I think ouf^t to be taken 
in connection with this same bill. We have a law on the books pro- 
viding against mutilation of the coins, but we have never had a law 
providing against destruction. There are many of these jewelers and 
optical people who have been melting up coins. It is very difficult to 
ascertain how much of our g^ld coin is melted up annually. 

The Chairman. Such a oill would come before your committee, 
would it not, Mr. McFadden! 

Mr. McFadden. That bill is now before the Committee on Coinage, 
Weights, and Measures. 

]Vn-. Chairman, I desire to place in the record at this point letters 
from the governors of Alaska and Colorado and a statement from the 
governor of Idaho urging this legislation. 

{The data referred to are as follows :) 

TCHMTOBY OP .\l.ABKA, 

Office of (Ioveii^ob, 
Juneau, ilin 8, 19i0. 

My Dkab CoNaoEssuAN; I am in heart): accord nith the hiU (H. R. 1S201> 
introduced bj- you In the House of Kepreseiitatlves, as l)t4nK the only meaanre eo 
far advocated nhlch, ivlille not pushing Rold to a prenitum, Rtlll Ktlmulates pro- 
duction by allowinft icovemnientnt nKsintsnce to tlie producer of the virgin metal. 

Alaska last .vear stood third In rank of the ftold-produrinK States and Terri- 
torleB, hat even then gold production hart steadily dwindled, as compared with 
preceding yeaiii. Until 1917 gold nitntna was considered the Territory's basic 
industry, as more men were permanently employed In Kold mlnlne than In any 
oth^r occupation. Now Rold mlnlnic Is accondary to other forms of development. 
I.'nles8 the present costs of production are reduced or the miner Riven assistance 
by an Increnaed price for hla product, it will not be long before gold production 
win cease to become an economic factor in territorial development, and tiie 
world will he deprived of our great contribution toward the standard medium 
of exchange. Given a premium on gold to the miner to offset the cost of pro- 
duction, gold mining within Alaska will once more resume Its normal propor- 

Now, as never before, is the world In need of a gold supply, particularly as 
xotd seems to be the only medium of exchange on which the nations can unite. 
Credits are based on gold and credits are perilously near the edge of the abyss. 
Hence, in the Interest of stable government, if for no other reason the produc- 
tion of the universal standard must be maintained and. If possible, increased. 

I doubt very much (and this Is also the opinion of other engineers) if the 
world will ever again see the abnormal gold production existing for a short 



PBOTEcnON OF THE GOLD RESERVE. 17 

IMTiixl In .South .\frica, tbe Yukon TPrritory, iiiid Aluska ilurlnp llie latter part 
lit tlif lust L-<'ntnr>- mid tbe first fen- years iif tbe preRent one. wlifch for a time 
replt-n I tilled a nbrlnknf,'e cold reiterve. Mlraclen seldom hapiten. and only a 
miracle «in reest«bllKli production under preMeiit condltloio*: but by Judicious 
asaixtnrice mines ctin be made to operate profltabiy on the present known lower- 
Kradf urpH fln<1 Knivels, now perforr* iyinf; idle entirely or workInK at a Iosb; 

I take tbe liberty of addreHMlne you, as the measure you advoi'ute iiieaiia much, 
not only to Alaska, but to the Nation. 
Sincerely, yam's, 

Thojias ItiiMis, -Jr.. Clorernnr. 
Hon. iMvm T. SIcFalukn. 

Houiie of Rrprvneiilntif^H. M'liHhiniilon, 1), C. 

Fkbrtabv 27, llfc!0. 
Hon. Chableh B. Timbiirlakb, 

Hottse of Rept-ctenttttireg, "Washington, D. C. 

?iIy 1>>ur Mb. Timberl.\i:k: 1 iim Infurtuetl that a bill to Ktimnlnte the pro- 
duction of (told is soon to be Intnirtuced In Congress. This bill. acci>rdinK to the 
iDfornintlon at hand, pruvideH for ii hoiiiis of |10 an ounee to tbe producers anti 
for an excise tax of JIO an ounce on all gold used In the arts, 

F2veryuDe who baa any knowledce of the present coudltlnns HiiiTonndlnK the 
production of gold realizes that tbe liidusti'y la being condwted under icreat 
dlRIcnlties. The gold ndner ts receiving the sanie price for bis product an he 
rei-elved before the war, when his cosIk were very much iesa. Unlike tlie pro- 
ilucer of silver, -lend, zinc, and other metnls, he has had uo compensutloti for the 
fver- Increasing cost of labor nnd supplies, uiitll now only those gold mines 
which are unusually rich, or which are lurge enough to molie tt possible to Oper- 
ate with great economy, are still working. The average small ojieraior Is rapidly 
twlng forced to the wall. This Is well Illustrated bv the rapid decrease In the 
priKlucUon of the Cripple Creek district in recent years; SIS.700,000 in 1815, 
¥12.100.000 in 1916, SIO.400.000 in 1917, ^,100,000 In 191)4, and $5800,000 In 1919. 
Pan of this can, [jerhaps, be chargid to tiie gradual depletion of the ore deposits, 
but I believe It is chiefly due to the Increasing costs which make It Impo^vlble 
fi)r the leaser and the small mine owner to do the development work necessary 
to Bnd tbe new ore bodies that undoubtedly still exist In the productive area. 
There is no doubt in my mtnd that if the proposed bonus is granted there will be 
nn immediate resumption of prospe<^lng followed very shortly by greater pro- 
duction. Some Increnw can also hf lookwl for even sooner from ore bodies al- 
ready known, but of too low a grade to be profitable under present conditions. 

I have spoken of Cripple Creek because It produces nothing hut gold and Is 
more directly affected by the gold situation than our other metal mining camps. 
Hon-ever, as practlcntly all of our metal mines produce some gold In connection 
with the other metnls. the bonus would help them all and prosperity for the 
Dietal mines would naturally reflect favorably on all the rest of the State, 

.Aside from the producers' purely personal view of the situation, which I have 
outlined above, there Is a larger and more Important aspect of the decreasing 
sold production. The couiitr}''s credit is founded on its gold reserve. The 
ateady decrease of this reserve, due to the decrease In production, has been and 
la being considered with grave concern by the men at tbe head of the large 
banks and financial Institutions of the cotmtry. They are i:rRlng upon Congress 
tbe necesalty of Immediate action to stimulate the gold production of the Unlte<l 
States, instead of allowing it to fall at tbe rale of over $10,000,000 per yeikr, as 
it has been. 

Slany plana have been proposed to encourage the gold producer, but, until 
the one mentioned above was advanced, I have seen none that Old not seem 
likely to impair, if not altogether destroy, our entire flnanclii! system. This 
plan lias no defects that I can sec and apriears to otter a way of accomplishing 
the much to be desired increase of gold prmluctlon without disturbing, tn any 
way. the currency of the Nation. 

I am quite certoln that you are familiar with this proposed legislation, but 
have taken this occasion to emphasixe some of the features of tbe bill tvhlcb 
have appealed to me In the hope that they may be useful to you In Its support. 
Yours, truly. 

O. H. Shoi-p, Oavernor. 
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BTATEUENT BV GOV, B. W. DAVIH, OF TDAHO. 

As a backer I have vleweil with extreme alarm the VHnlfililng gold reiwrve 
and it ts with ht^rty concurrence that I subscribe to the attitude of tiie 
American Banker!*' AnHoclatlon in urging Congress to use every possible means 
to Increase the production of gold. 

We are facing, and have, a period ot deflation which luust Iw met with tlie 
very acme of public confldence. Financial paiilCH. as we nil know, have been 
attributable throughout flnanctal hlstorj- to fear, aiid we can establish confidence 
and build It on the rock of stability should we have a gtdd reserve which will 
warrant confidence. 

It may be of Interest for ns to know more of the condition of gold production 
In Idaho, for Idaho typifies the apathy In gold production of other States. It 
flhows that something radical must be done to encourage the production of gold. 
I favor tht method suggested by the American Slinlng Congress of loipotdng an 
excise on gold articles to produce a premium to the producers of new gold. 

There Is absolutely no Incentive for capital to Invest la the development and 
■equipment of low-grade gold-bearing deposits In Idalio with the present fixed 
price of the meiai and with [lie mlidnp conditions of to-day. We have huge 
■deposits aod extensive resources, but It is necessary that In some way a reusuu- 
«ble margin of profit be arranged for, Under the snggeKted bonus plan this 
might be done. 

We have an exceptional field in Idaho under the most promising geological 
■conditions for the development of copper-ore deiwslts of large capacity. These 
all carry relative good values In gold. an<l tiie by-product composed of that 
precious metal would prove Bllurlns should the price be worth what It costs to 
produce. The proposal of giving a bonus would l>e Instantly recognized In tbis 
line and would bring an Inducement to rapid development in all gold-bearing 
ore deposit productlou in this and other States. 

I have taken this matter up with the members of our State bureau of ndiiea 
and geology, and particularly with our State Inspector of mines, the latter 
having acted in a substitute capacity as State geologist through a continuous 
service In Idaho for the past 15 years. With a previous practical experience as 
a gold miner for an additional 15 years, Mr. Bell Is probably more thoroughly 
Itamlllar with our gold resources than any other man. 

According to Mr. Bell, the pUieer-gohl production of Idaho In about 60 years 
iB conservatively estimated at $200,000,000. which he considered the detrltal 
or float evidence of a much larger permanent resource of gold In the form of 
lode deposits. While the richer veins have probably largely been discovered 
and worked, yet we have In Idaho some very extensive deposits of low-grade 
gold-bearing veins varying In width from 100 to 300 feet on which considerable 
preliminary development and experimental testing indicates average values of 
S2 to $3 per ton. This is equal to or better than the great mainland low-grade 
gold-ore deposits of southeastern Alaska, whose potential cui»aclty, backed by the 
opinion of the leading engineers of America, was put at a maximum feasible 
output of $10,000,000 to $20,000,000 worth of new gold per year. 

It can readily he seen from these figures what It would mean to gold produc- 
tion here should some encouragement he givea the Industry allowing a rea- 
sonable return for business Investment of money In the mining of low-grade ore. 

STATEUENT OF HON. HAKRT L. OANSY, A REFBESEBTATIVE 
m COKOAESS 7B0U THE STATE OF SOUTH DAKOTA. 

Mr. Gandt. Mr. Chairman and gentlemen of the committee, for 
the period from 1912 to 1918 South Dakota ranked fourth in the 
production of gold among the States of the Union, If you count in 
Alaska, one of our Territories, then South Dakota ranked fifth in the 
production of gold under the American flag. 

When I came to Congress in 1915 there were approximately 20 
producing companies in the Black Hills of South Dakota. That 
number has dwindled until to-day there are two. 

The Chairman, M'hat was the cause of that! 

Mr. Gandt. That was due to the unusual situation in which the 
gold industry finds itself, the price of its product remaining station- 
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ary and everrthing it has to buy that enters into the production of 
that product having increased. 

The present situation is favorable to foreign producers and against 
the producers in this country. I just wont to briefly call your atten- 
tion to the fact that the rate of foreign exchan^ enables the producer 
of foreign gold to either bring his gold to tbis country or unload it 
with gold clearances and then take the depreciated currency of his 
country and meet his bills there, so that the net result is that the 
eeneral situation in the world has really granted a subsidy to the 
foreign producer. 

Our excess of gold exports is worthy of consideration in the matter 
of the depletion of our gold reserves. Take, for instance, the month 
of December, 1919, and January, 1920. The figures, as given by the 
Bureau of Mines in one of their official bulletins, show that the 
excess of exports over imports was approximately $70,000,000 for 
those two months alone. There was withdrawn in 1919 for use in 
the arts and sciences, and some gold goes into science, in excess of 
$80,000,000 of gold; far more than our production. 

The resolution of the American Bankers' Association, gentlemen, 
urges that the Congress do something to stimulate the production of 
gold in this country, at least to where it will equal the amount with- 
drawn in the arts for manufacturing purposes. 

In the last analysis, faith in our gold reserve underlies all credits, 
and once that faitn is shaken, then the people of this country would 
understand very jjuickly that this problem which confronts the gold 
producer to-day is in fiict a national problem. It is your problem, 
gentlemen, and every man's problem in this country, to see to it and 
to know that that faith in the gold reserve is not shaken. 

Mr. Gahnxr. May I ask you a question, Mr. Gandy? 

Mr. Gandt. Yes, sir. 

Mr. Oabneb, My attention has been called to the fact that gold 

g reduction is decreasing very much, and I think it is a subject that 
'ongress might well take into consid.e ration. What do you say about 
usin^ the taxing clause of the Constitution for the purpose, of pro- 
moting an industiT in this country i 

Mr. Hawley. How would jou use it? 

Mr. Garner. That is what this proposes. This is not a revenue bilL 
It does not say in the enacting clause that it is for the purpose of 
^tting any revenue at all, but for the purpose of promoting an 
industry by the taxing clause of the Constitution, Now, I have read 
the Constitution with reference to taxation, and I did not know you 
had that power in order to promote an industry. 

The Chaihman.- Mr. Gamer, on the other hand, does not the bill 
put a tax upon the gold used in manufacturing for the purpose of 
lessening the quantity of gold used for that purpose ! Is not that 
the object of the billi 

Mr, Garner. It says that it is not for the purpose of getting reve- 
nue when your tariff legislation, for instance, which you say is for 
protection, has that purpose stated in it, and the Supreme Court has 
held that such legislation is for the purpose of getting revenue. This 
bill does not say that it is for the purpose of obtaining revenue. 

The Chairman. It is not for that purpose, is it ? 

Mr. Garner. That is what I say. The Constitution does not give 
the Congress power to levy taxes for any other purpose except 
reTenue. 
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Mr. Hawley. But the preceding siieaker said that the net result 
would be some fifteen or twenty million dollars still i-emaining for the 
Treasury after paying a proportion to the prodncer of gold. 

Mr. Garner. I was simply asking Mr. fiandy what he thought 
about the policy of Congress using the taxing power to either destroy 
or build up a business in this country. 

Mr. KiiNEr, Is not the question whether we are going to protect 
our gold standard or permit the production of gold to stop entirely 
and interfere with our standard of money? 

Mr. Gandt. The ramifications of 

Mr. Rainet (continuing). If our Constitution will not permit us 
to protect the standard upon which our circulating medium is based, 
then we can not do much under the Constitution. 

Mr. Gabner. We have plenty of opportunity under the Constitu- 
tion to subsidize this industry or any other industry that you desire 
to subsidize, but the Constitution does not give you the power to tax 
an industry into prosperity or out of business, although it has been 
used for that purpose in the case of oleomargarine, the phosphorus 
match, and two or three others, but they have always put it on the 
ground of raising revenue, but this hill on its face is drawn for no 

Eurpose except to promote an industry. I think you can change the 
eading of it and make it all right. 

Mr. Kaixey. You are absolutely right about it. There is no prec- 
edent for it in the history of legislation in this country or in any 
other country in the world, but we are confronted with a most serious 
problem, and the question is how to meet it. I am not prepared to 
say that this is the best way, but we ought to take some steps to meet 
the problem. 

Mr. Garner. I think myself that Congress ought to take into con- 
sideration some legislation with reference to the decrease in the pro- 
duction of gold in this country, but what I was directing the speaker's 
attention tS was the fact that the Constitution says that you levy 
taxes to get revenue, and that is the only power that it grants. 

Mr, Gandt. Of course, this measure if enacted would produce 
revenue. Independent of what would be done with the revenue re- 
ceived it will produce revenue, and then we think that the net re- 
sult will l»e the production of revenue for the Treasury. 

Mr. Huij.. Mr, Gandy. may I interrupt to sav that I think Mr. 
Garner's contention is that under the technical drafting of this bill 
it probably comes within the inhibition of the Constitution ; but if the 
bill was re-formed and drafted so that the title would re<;ite that it 
was for the purpose of raising revenue, and for other purposes, it 
would be all right. 

Mr. Gandy. I assume, Mr. Chairman, that any matter of that kind 
could have the attention of the committee, and if anything is neces- 
sai-y to perfect this bill that it could be so perfected. The thing we 
are vitally interested in is that this Government, having fixed the 
price of the product of the gold mine, bavins tied the hands of the 
producer, ought not to say that the prcKlucer oi gold in South Dakota 
or any other place under' the American flag ought to he compelled to 
sell his product to mannfacturera of jewelry or to other users of gold 
for le.s.s than it costs to produce it. 
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Mr. Bainbt. Mr. Gandy, what do you think of GoTemment opera- 
tion of mines which can not t>e operated by private corporations at 
a profit? 

Mr. Gandy. That is a question I have not (^ven any consideration 
to. I would think those most familiar with the properties and with 
the business would be better able to cope with conditions, which vary 
in each mining field, than any Government official. 

Mr. Bainet. It mi^ht be arranged so as to give the owners of the 
mine a profit on their investment. The Government is the only 
agency that could produce gold at a loss, and the Government must 
have gold, and while I do not believe in Government ownership as a 
general proposition, yet if the Government operated the deep mines 
that can not be operated with a profit, practically, that need not dis- 
turb the price of gold in this market or anywhere in the world, inas- 
much as the price is fixed by the law of the land. The gold would 
still go on the market at the same price. 

Mr. Gandy. Many of these properties are operated on a very nar- 
row margin. 

Mr. Kainet. I know they are, and some of them, unquestionably, 
are operated at a loss. 

Mr. Gandy. There is a misconception as to the profits of a gold 
mine. You may take, for instance, the famous Homestake Mine in 
the district which I have the honor to represent. It is operated on a 
margin of some 20 or 25 cents a ton, and that has now decreased wiUi 
the increasing cost of production, so that if it were not for the long 
years of stability behind that company they would not be able to 
proceed at all. 

Mr. Garner, I have heard it said that there is more gold put in the 
ground than is actually taken out. 

Mr. Gandt. Even if that were true, we must have the yellow metal, 
and the fact confronts the American Congress that gold production 
under the American flag is at the lowest stage since 1896. 

The Chairman. In your opinion, would not the transfer of the 
operation of mines from private ownership to Government ownership 
greatly increase the cost of production of gold 1 

Mr. Gandt. I do not think there is any question about that. 

We are very much concerned about this problem, gentlemen. We 
feel that you are concerned also ; that it is the problem of the country 
to see that gold is produced and that we do our share toward adding 
t<i the world's supplv of gold ; toward maintaining the gold reserves 
of this country, to the end that the faith in the credits back of the 
^old reserves may not be destroyed and that this industry, on which 
so much depends in this country, may not be destroyed. 

Mr. Rainbt. Do you know anything, Mr. Gandy, about the dif- 
ference in cost of producing gold in this country and in South Africa, 
for instance, at the Kimberley mines! 

Mr. Gandt. I do not. 

Mr. Green. You are aware, however, that it is very much lower 
than the cost in this country; but what you mean to say is that you 
are not informed as to the details! 

Mr. Gandy. I am unable to give you any figures, and therefore I 
will let the gentlemen who are familiar with that phase of the ques- 
tion give you that information. 

The Chairman. We will now be glad to hear the other gentlemen. 
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STATEMENT OF HS. H. W. SEAIUN, FRESTDEHT OF TH£ IKOTAH 
HDIINO CO., CHICAGO, ILL. 

The Chairman. Mr. Seaman, please give yor name, address, and 
the industry you represent. 

Mr. Seauan. H. W. Seaman, 719 The Rookery Building, Chicago. 
I am president of the Trojan Mining Co., the mines of this company 
being located about 6 miles from I^adwood, in the Black Hills of 
South Dakota. 

Mr. Chairman and gentlemen, my experience in the mining business 
extends over a period of 30 years, and has been confined to the gold- 
mining industry alone. During all of that time and until prior to 
the war our operations wpre reasonably profitable. Our ore is low 
grade, running from $4 to $6 per ton, gross value, and we recover 
about 85 per cent of these values. It has taken years to develop our 
properties and bring them up to the point where they could be called 
a straight manufacturing proposition. With large ore reserves and a 
known method of treatment, the matter resolves itself into the ques- 
tion of capital investment and good management. "We have no 
debts at present. We expect to have if present conditions continue. 
Unless immediate relief is given, many of the mines now operating 
will be forced to close, including the Trojan mine. Millioos of dollars 
are being expended ot the Government for the conservation of our 
national resources. The gold ores of the country are a national re- 
source, and just now the gold-mining industry is about to collapse. 
The resultant loss to the country as a whole would be colossaL In 
the McFadden bill we have presented a method whereby this catas- 
trophe can be measurably averted. 

Our financial substructure will be strengthened. A vast industry 
that is responsible for the sinews of war and that is a victim of war 
■conditions will be saved from unnecessary ruin, and the country as 
a whole will be greatly benefited. No one will be harmed, for 
surely the users or gold must expect to pay at least the cost of pro- 
duction for their raw materials. 

An intelligent consideration of the McFadden bill can not be had 
'without a fair understanding of mining conditions. 

You ask me to describe a typical gold mine operation in our dis- 
trict. At present the Homestake and the Trojan are the only two 
operating properties, all the others having been forced to close. 

The Plomestake Mine at I^ead City, S. Dak., ranks as the leading 
gold mine of the world. When operating to capacity they put 
something like 5,000 tons of ore through their mills daily, using a 
combination of plate amalgamation and cyanidation for the recovery 
of their values. If I remember correctly, they make an ultimate 
recovery of something better than 95 per cent of the gold assay of 
the ore. 

The property of the Trojan Mining Co., of which company I am 
president, is located in the same district ae the Homestake. Our 
ore is entirely refractory— that is, no part of our values can be 
recovered on the plates as free gold — and we are confined to recovery 
by the use of cyanide. It is purely a chemical proposition. Our 
milling capacity is between 400 and 500 tons per day. The average 
as=^ay value of our milling ore runs around $4 per ton and we make 
only a few cents profit per ton of ore treated — less than 40 cents 
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per ton. Hie ore, for instance, as mined from the Trojan mine is 
rough crushed in a Ko. 5 Gates gyratory, then reduced to 60 mei^ 
and finer by means of chillean and ball mills, classified into sand 
and slime products and these treated by cyanide solution, where 
the values are leached out and recovered in the zinc boxes. 

Our final product is taken to the local United States assay office in 
the form or more or less impure so-called " gold bars," the assay 
value of which, less a small refining and handling charge, they pay 
to us by draft on the Treasurer of the United States. You will 
readily appreciate that outside of the use of the capital invested 
our main operating costs consist of taxes, power, labor, cyanide, 
explosives, steel, timber, machinery, and the thousand and one other 
items used in and about a mine and mill operation. Since the war 
all costs have increased so heavily that the margin of profit between 
the selling price of our product and the expense of ^rodu<'ing that 
product has entirely vanished. Unlike any other business, the gold 
miner has no opportunity whatsoever to add his increased cost of 

Sroduction to the price of his finished product: the selling price of 
is gold is definitely fixed at $20.67 per fine ounce. Therefore, 
when the cost of producing that ounce of gold reaches the selling 
price the gold miner has the alternative of either shutting down his 
operation or continuing at a loss. 

The situation is, of course, reflected in the total gold output of the 
coantry, which has fallen from over $100,000,000 in 1915 to ^8,000,000 
in round numbers for 1919. These figures tell. It is safe to say that 
unless immediate relief is afforded the gold output from the mines of 
the United States for 1920 will not exceed $40,000,000. Many min- 
ing companies, and among them my own company, the Trojan, are 
oontinuing operation at a loss, using only their best ore, gophering 
here and there ''high grading," so to speak, holding on lite grim 
death in the hope that the Government will come to their aid in 
time to avert disaster. 

I do not believe that any similar situation has ever before been 
presented for your consideration, either as a revenue measure or as 
a measure to assist an industry. It stands in a class by itself. The 
Government has so framed conditions by absolutely fixing the price 
of gold at $20.67 per fine ounce, that in effect the Government has be- 
come a "wicked partner" in the gold mining business. Unfortunately, 
the Government itself is unconsciously profiteering at the expense of 
the producer of gold. It is subsidizing the users of gold in the arts 
and manufactures by selling to them the output of our gold mines 
at less than the cost of production. While the purchase price of our 
materials and supplies has been increased in many cases double pre 
war prices, yet our gold market has not changed. For instance, the 
Alien Custodian reported that Messrs. KoessTer & Hasslagher, who 
supply nearly all the cyanide used in the mining industry, showed a 
profit of oyer 3,000 per cent. Many other concerns furnishing essen- 
tial_ materials show great excess profits, and the Government is 
taking from 40 to 60 per cent of that profit as a matter of revenue. 
To that extent the Government has profiteered at the expense of 
the sold miner. 

A^. Obebn. I wish we were taking 60 per cent this year, but it is 
only 40 per cent. 
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Mr. Sbamak. Well. 40 per cent j it makes no difference; it results 
in the fact that the uoA'cmmeDt is participatinc, uaconsciouslr, of 
course, in the earnings of the various concerns from whom we pur- 
chase our supplies. It is the abnormal cost of these supplies that that 
is largely responsible for the sad plight in which the gold mining 
industry finds itaelf. 

It is for this reason that the gold mining industry is in a category 
by itself. We need your help, gentlemen, we need it now. Only the 
mines with high-grade ore can continue. The gold of the world is 

Eroduced almost entirely from low-grade mines; that produced from 
igh-grade — picture rock — properties is almost a negligible quantity. 
The real hi^-grade properties with any tonnage to speak of can be 
literally counted on the fingers of one hand. 

Mr. Kainst. Are your properties being operated now } 

Mr. Sbahan. Yes, sir. 

Mr. Rainet. At a prc^t! 

Mr. Sbamak. At a loss. 

Mr. Hainbt. How much loss? 

Mr. Seaman. In the month of April this year, for instance, at a 
loss of over $3,000. 

Mr. Kainet. How long can you operate at a lossf 

Mr. Sbaman. We can not continue to operate much longer; ire are 
only waiting to see what this proposition will bring forth. 

Mr. Rainbt. What would happen to the mines if they were4o be 
shut down I 

Mr. Seaman. The loss would be very great. Our treatment plant 
cost in the neighborhood of $300,000. The Trojan operation is rela- 
tively a small one. It is a "wet mill" — a cyanide mill. When 
out of commission these mills go to pieces very rapidly. We are 
6 miles from Deadwood. The little town of Trojan depends upon 
our industry. In case of a shutdown, the insurance on our mill 
and buildings is automatically canceled : the water supply for both 
town and mill is cut off: the houses are vacated, for the men must 
find work elsewhere : the splendid organization of technical workers, 
which has taken us years to get together, is dissipated; the trades 
people as well as tHe near-by farmers who furnish supplies lose 
their markets; the mines fill with water, and serious loss from caving 
is bound to occur. Many of the miners own their homes — they must 
be abandoned and their savings of years become a total loss. 

Mr, Rainbt. How many families depend on your mill* 

Mr, Sbaman. I should say that the town of Trojan has around 
five to six hundred people. We employ about l.'iO operatives. But 
the town of Lead, with around 8.000 inhabitants, also depends wholly 
upon the Homestake operations for its existence. 

Mr. Hawlbt. You operate three shifts? 

Mr. Seaman. In the mill ; yes, sir — 24-hour operation — but in the 
mine itself we only operate one shift of 8 hours. The Homestake 
use three shifts, I believe, in their mine as well as mills. 

Mr. Hawutt. How deep is your mine? 

Mr. Seaman. We operate largely by inclines — go some six to eight 
hundred feet under the surface. At present we are sinking a nev? 
shaft and expect to reach quartzite at around 800 feet. The Home- 
stake operate entirely from shafts and is down more than 1.500 feet. 
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Mr. Hawlbt. What did it cost you in the montli of April, suy, to 
mine an ounce of goldf 

Mr. Sbahak. I can not tell you that exactly. I could furnish the 
information by reference to our records. 

Mr. Hawutt. Could you put it in your hearin^l 

Mr. SssMtAH. Yes, sir; by aendine to our Deadwood ofiice. 

Mr. Hawlbt. Approximately, what waa it for the present year? 

Mr. Sbamak. My recollection is around $4 per ton of ore mined. 
Our expense all told brings the cost of gold per ounce above the 
$20.67 we realize from the Government. 

Mr. Rainet. If your mine should fill with water, could you resume 
work in the same mine at some time in the future?! 

Mr. Sbahan. We are in a much better position in that regard than 
most mines, although we would be at a great expense on account of 
caving. In many of the operations the shafts must be resunk at 
^rest cost and much valuable ore is forever lost. Many mines that 
could profitably continue under constant upkeep will never resume 
on account of the abnormal coat of reopening. An abandoned mine 
is geosrally a sorry spectacle. 

The Chairman. You say it is coating more money per ounce to 
mine the gold than you get for the gold} 

Mr. Seaman. Yes, sir; to-day. 

Mr. Ouirnsu>. You say $10 more? 

Mr. SfeLHAN. No, sir; not quite that amount. We are in a little 
better position than most mines. We are losing money. The fact 
that less gold is being produced from the industry as a whole shows 
beyond question that it costa more to produce gold than the Govern- 
ment p^s for it. 

Mr. ItAiNinr. What is the reason for continuing the operation of 
yonr mine from the standpoint of your company when it is operating 
at aloes! 

Mr. Seauait. Simply because we can not face a shutdown without 
a much greater ultimate loss than at present. 

Mr. Hawiet. Is there any hope of continuing at all i 

Mr. Seamax. Yes, sir; we hope the (Sovemment will give favor- 
able consideration to this bill ; if not. then mv company must sus- 
pend. Without this relief I do not believe you will have $2r».000.000 
of gold produced in this country. 

Mr, Hawlbt, What is the experience of the Homestake — is it 
losing money } 

Mr. Seaman. I think so ; they had a bad fire in their mine on top 
of their other troubles, I believe I have somewhere with me a state- 
ment of the Homestake operations prepared by their metallurgist 
which was published in one of the mining journals. I can not give 
it to you offhand, but will put it in the record. 

The Chairman, We will be glad to have you put those figures in. 

Mr. Hawlby, What is the prospect of a reduction in the cost of 
mining gold in the near future? 

Mr. Semman. Naturally these costs will decrease in the coui'se of 
years. We are only asking for temporary relief under this bill, to 
.tide over the period of high operating costs. Many of the mines are 
down, more are going down, and we need this infant spur to enable 
us to keep operating at all. Under the provisions of the McFadden 
bill the amount to be paid the producer of new gold is subject to 
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review at the end of five years and the matter will adjust itself from 
time to time to existing conditions. It is in effect an emergency 



Mr. Hawley. What is the name of that mine in British Columbia — 
the Treadwellt 

Mr. Seaman. The Treadwell is in Alaska, Mr. Hawley. This mine 
spranp a leak — the ocean oame in on it. and it is doubtless hopelessly 
gone — war conditions were not responsible. 

Mr. Hawlet. There is one large mine in British Columbia the 
name of which I was trying to recall? 

Mr. Seaman. There are a number of good mines in British Co- 
lumbia. 

Mr, Hawley. Do vou know whether those mines are operating 
under adverse conditions ? 

Mr. Seaman. The British operation is different from ours. Great 
Britain appreciated the necessity of continuing gold production at 
the beginning of the war. They commanded the Casselts, of Glasgow, 
who furnish the greater amount of cyanide used in British operations, 
to sell to their Canadian miners the cyanide needed at 12 cents per 
pound. It is costing us nearer 30 cents per pound, 

Mr, Hawlet. Will the amount proposed in this bill to be paid in 
taxes by the users of gold in the arts and sciences and for ornaments 
and other uses be a sufficient amount to enable the gold-mining 
operations in this country to continue? * 

Mr. Seamax, I think so ; there may be a few exceptions. 

Mr. Rainet. Yon can not get now more than $20.67 an ounce? 

Mr. Seaman. The <irovernment pays us only $20.67. There is no 
premium on gold in this country. 

Mr. Rainet. The Government is the only market? 

Mr. Seaman. During the war we had only one purchaser — the 
Government — and there was an embargo as well on the export of 
gold. Why sell it to anyone other than the Government when anyone 
can get all the gold they want from the Government at $20.67 per 
ounce, plus the small handling charge which we also pay ? They buy 
it from the Treasury at esactly the price we sell it to them for. 

Mr. Rainet. Do you know of any other business, where the oper- 
ating expenses have increased enormously, which has not been per- 
mitted to charge more than before the war! 

Mr. Seaman. The gold-mining industry is the only one I know of 
where the price of its product is not fixed by the law of supply and 
demand. I)uring the war the Secretary of the Treasury appealed 
to the gold producers, from the standpoint of patriotism, to main- 
tain their output of gold to help win the war. 

Mr. Hawi,et. You want the users of gold, in making heads for gold 
canes, watchcases, and other articles of commerce, to pay approxi- 
mately what the raw material costs? 

Mr, Seaman, Yes. sir. Thev are in effect profiteering at our ex- 
pense: they are only paying ^20.67 an ounce for this gold, and it 
costs the miner more than that to produce it. 

Mr, Oldfield. Do you have to sell all of the gold you produce to 
the Government ? 

Mr. Seasian, During the war the Government commandeered our 
lold. We now have an open market. 

Mr. Oij>nELD. You are released from it! 
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Mr. Seaman. Yes, sir. 

Mr. OiJ>yiixD. You can sell to the jeweler! 

Mr. Seaman. We can — ^yes, sir — but he would be foolish to pay 
us a premium when he can buy all he wants from the Government at 
$20.67 an ounce. He would not pay us $28 an ounce, for instance. 

Mr. Oldfuxd. Can he buy all he wants! 

Mr. Sbaman. Ycb, sir; of bullion. 

Mr. Oldfieij). I supposed the manufacturer in some way got the 
$10 and $20 gold pieces and melted them up. But you say he can 
buT the bullion ? 

Mr. Seauan. He takes gold certificates to the Subtreasury and 
exchanges for hullion. 

Mr. Rainet. What he gets is Treasury bars! 

Mr. Seaman. Yes, sir. The Trojan Mining Co., for instance, de- 
IK^its its bullion bars with the United States assay office at Dead- 
wood. They assay them and promptly pay to us their value in a 
draft on the Treasurer of the United States. They charge us a small 
sum for handling and re&ning. Under the law we can either with- 
draw gold coin or gold certificates or gold bullion in exchange for our 
draft at any Subtreasury. 

The Chaihman. If you take the coin, do you pay the mintage 
charge ! 

Mr. Seaman. I believe we only pay the express and refining 
charges. 

Mr. Collier. Under the McFadden bill, how much is the proposed 
tax on an ounce of gold to the jeweler! 

Mr. Seaman, $10 an ounce when the gold is actually sold by the 
manufacturer. 

Mr. Crisp. How would the excise tax paid by the manufacturer 
help the producer of gold if the tax goes into the Treasury of the 
United States? 

Mr. Seaman. The Trea.sury of the United States continues to pay 
lis at the rate of $20.67 an ounce for the gold we deliver, then out of 
the amount received by the Treasury from this excise tax it pays 
the gold miner an additional $10 per ounce. 

Mr. Cmsr. I can see how if the Treasury were to turn that excise 
tax over to you. and the Treasury refused to let them buy gold, and 
they had to buy their gold of you, that it might help you, but what 
I want to get is, if the Government is going to keep that excise tax 
and continue to permit the manufacturers to withdraw gold from the 
Treasury, how does that help yon ? 

The Chairman. The bill prvides that the money shall he paid back 
to the gold miners. 

Mr. Seaman. That is the provision of the bill. 

Mr. Oldfieib. In other words, the Treasury collects the tax from 
the manufacturers and turns it over to you ! 

Mr. Seaman. Yes, sir; to the extent we deposit our bullion output. 

Mr. Rainet, If this excise tax of $10 an ounce is paid on gold, 
then the manufacturer who withdraws the jeweler's bars would have 
to pay $30.67! 

Mr. Seaman. No; not that. He pays only $20.67 for his bars, 
Vmt when that appeal's in manufactured form for sale then this 
excise tax of $10 per ounce of gold content automatically attaches ta 
that article. We nave a free gold market absolutely. 
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It makes no difference where tlie manufacturer obtains his gold, 
wliether from old jewelry, old coin or mint bars, from Mexico or 
South Africa, the tax is riot imposed until after it is actually manu- 
factured. 

Mr. Bainry. If you should sell to the jewelers for a trifle less than 
the price they are compelled to pav at the mint, plus the tax they 
are supposed to pay when they sell their producbi, would not the 
jewelers buy of you altogether? 

Mr. Seaman. Oh, no: gold has but the one price. They can buy 
gold bullion from the mint at the free market price of $20.67 per fine 
ounce: they do not pav this tax until after the gold is actually 
woiketJ up into an article for sale. 

Mr, Rainet. Then they do not pay the tax until after the article 
is sold by them — they account for $10 an ounce when it is sold ! 

Mr. Seaman. That's it. 

Mr. Rainet. So that in the end it costs them $30.6T ? 

Mr. Skaman. Yes, sir; that's the base price to them, and to that 
tiiey, of course, add tlieir manufacturing costs and their profit. 
But unless and until thev sell the manufactured article they do not 
pav the $10 at all. 

Mr. Bainey. If they can buy from you for $28 an ounce, what 
reason would thev have for 

Mr. Seaman. Not possible. We only get $20.67 and that is all 
they pay for gold. AVhy pav us $28.67 when they can buy from 
the mint for $20,67 and get all they want! We have an absolutely 
free gold market. 

Mr. Rainey. But before thev get it off their hands it costs them 
$30.67 under this bill ? 

Mr. Seaman. Not until it is worked up and sold. The Government 
stamp is affixed to the manufactured urticle. 

Mr. Rainet. The tax would apply whether they bought from the 
(Jovemment or from you ? 

Mr. Seaman. It would be immaterial from what source the gold 
came. 

Mr. CoLMKK. How is the tax going to be distributee} to the gold 
mmers? I understand there are a great many of you, and here are 
the jewelers nil over the country. What is the method of distri- 
bution? 

Mr, Seaman. The cold miner takes his mill bai-s to the United 
States Assay Office. They nay us for them. That is one transaction. 
Tlien some agency of the Government would determine the amount 
of virgin gold actually produced by each miner and upon that certi- 
ficate he would collect his $10 per ounce. That's the second trans- 
notion. 

Mr. C'dluer. On n pro rata arrangement? 

Mr, Seaman. It is just so much per ounce for the gold deposited. 

Mr. Oij>FiELi>. They would know exactly what the^ received from 
you and then they would figure the percentage and give it to you! 

Mr. Seaman. Yes. sir ; the machinery is very simple. 

Mr, Watson. Have you made an estimate of the amount of revenue 
to Iw derived from this bill? 

Mr. Se.*man. If vou will please permit Mr. Lawrie. the economist 
of the American Joining Congress, to answer that question. He has 
the absolute figures. 
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Mr. Watson. Suppose tbia plan fails; what practical suggestion 
have you to offer } 

Mr, Sb&han. None. The mines must cloae. The relief must come 
Twy BOOO. 

Mr. Watson. This is the only plan then that can be carried 
through f 

Mr. Seaman. The only one I know of. It is equitable. Neither 
the manufacturer nor the public can object to paying something like 
the cost of producing the gold. 

Mr. Hai>i£T. What have you to say as to the wisdom or necessity 
of collecting this tax from the manufacturer on the manufactured 
product, as against its collection upon the bullion at the time it is 
purchased ? 

Mr. Ssaman. I do not just understand the question, 

Mr. Hadlet. That question was propounded to the previous 
witness as to why it was proposed to levy the tax upon the manu- 
factured product rather tnan to collect it from the manufacturer 
wben he buys the bullion. 

Mr. Seaman. Simply because he would not be obliged to pay until 
he sells. It is the most equitable method all around I can think of. 

Mr. Hadlet. You think, tKen, no difficulty would be encountered 
in determining the amount of the tax to be collected from the manu- 
facturers 1 

Mr. Seaman. No more so, if as much, as any other tariff provision. 
They have ample machinery for the purpose in the Treasury Depart- 
ment. 

Mr. Hadi^t. Your idea is it would be covered sufficiently by 
regulation so as not to be complicated in any way! 

Mr. Seaman. Yes, sir; it is positive and known and in very few 
hands. 

Mr. Bainet. The dentists are very much opposed to this bill. 
Have you anybody who knows about the amount of gold that finds 
its way into the dental profession? 

Mr. CouuER. Does not this except the dentists t 

Mr. Seaman. No, sir; the McFadden bill does not except anvbody 
that uses gold in the arts for any purpose; the dentist has no license 
to profiteer at the expense of the gold producer — to buy his raw 
material at less than it costs to dig it out of the ground. 

Mr. Collier: Have there not been several bills introduced on this? 

Mr. Seaman. There may have been, but the McFadden bill is the 
only one I know of. 

Mr. Collier. Was it not proposed in one of the original bills 
introduced to exempt dentists at one time ? 

Mr. Seaman. Not that I know of, but possibly so. 

Mr. Collier. I thoujjht I had seen one that excepted them. 

Mr. Seaman. I desire to briefly speak my mind upon another 
phase of this question, distinct from its mere industrial side. I refer 
to its monetary aspect. As I view it, it is not only the solemn duty 
of our Government to maintain in every honorable way our own Gov- 
ernment upon a sound money basis, but to assist as well our debtor 
nations to honorably redeem their obligations to us in the express 
terms of those obligations. Gven the prospect of repudiation would 
not be wholesome. 
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England and the United States together produce the great bulk 
of the woiOd's supply of gold. France, Germany, and Japan produce 
very little. Japan sensed the World's War far sooner tnan did the 
United States. Her statesmen were quick to realize that without 
gold a nation at war was at a tremendous disadvantage. Before we 
in America woke up to the fact, Japan had skillfully taken from us 
in one way or another many milhons of our stock of the yellow 
metal. Her silkSj her teas, ner porcelains — everything she had in 
salable merchandise, other than war materials — was forced upon 
us at bargain-counter rates where necessary. Her trade balances of 
every kind and character were ener^tically collected by her people 
in actual gold, and this gold found its way into the war chest of the 
Mikado's Empire, Japan was not alone in thia forehandedness. 
Straightway we became aware of this insidious drain the Treasury 
substantially commandeered what actual gold there was left in the 
country, placed an embargo upon the export of gold, forced the 
producers of gold — the miners of gold, if you please — to sell only 
to the Government, and then begged the miners to speed up their 
production in order that this Government itiight have the where- 
withal with which to buy from Chile her nitrates, from Russia her 
platinum, from Bolivia ner tin, and so on down the line of those 
absolutely essential things we did not possess, but without which no 
nation, however strong sue might be in mere man power, could hope 
to long maintain herself as a belligerent. 

As the war progressed it gradually dawned upon us that we were 
in the midst of a titanic struggle for world domination. It meant 
either " Deutschland Uber Alles," including our own very existence 
as a free Nation, or else we of the United States must fight to the 
last ditch. The sleeping giant awoke to its awful responsibilities. 
We did fight, and we bled, and it was the outpouring of our wonderful 
resources in men and material and credit that finished the war. 
We financed ourselves by borrowing from our own people some 
twenty billions of money. We loaned to our allies ten billions. 
Every dollar of these gigantic obligations, both domestic and foreign, 
are expressly repayable in gold coin of the United States of the 
present weight and fineness. Thirty billions I And there are only 
nine billions of actual gold in the whole world with which to redeem 
these pledges. Of this amount the United States possessed one 
year ago ^,000,000,000, or one-third of all the gold in the world. 
To-day we have lost $600,000,000 of this, and in a year hence we will 
probatily lose as much more. 

The governors of our Federal reserve bank feel that in order to be 
safe they must have at least 40 per cent of their note obligations in 
actual gold. The international gold cover is far below that figure. 
Is it (hinkable that the Government of the United States will not 
do its utmost ti 



t to maintain the production of gold from its own mines 
to help augment the world's supply of gold? Would she knowingly 
become a party to the downfall of the gold-mining industry of the 
country by failing to come to its relief, particularly when the way is 



open, without doing harm to any other interests! The relief we ash 
is in no way in derogation of thegold standard, but directly in aid 
of the gold Btandaiu. The McFadden bill is designedly framed 
with two purposes in view — to fortify the gold standard and to 
tide the gold-mining industry over a period of depression and wast- 
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age, to which the Government indirectly and unwittingly has itself 
been a party. 

The integrity of the Nation is at stake. The confidence of our peo- 
ple in the gold standard must not be shaken. The gold miner pro- 
Quces the product that is both a commodity for industrial purposes 
and a standard of value for monetary purposes — both nationally and 
internationally. The excise tax asked by the gold miner to tide him 
over war-time costs of production by no means places a premium 
upon gold. It in no possible way interferes with the monetary 
Gtendard — that remains at $20.67 per ounce. But it does cause those 
who use gold as a commodity in tneir manufactured product to pay 
something like a fair price for their raw material. Thereby a great 
and essential industry — that of the mining of gold — will be pre- 
served to the Nation against its time of need. At the same time a 
simple act of justice will be done to an industry where the Govern- 
ment in time of war embargoed its output and in peace time by indi- 
rection restricts the price of its product, inasmuch as the Treasury 
Department maintains an open market for the sale of that product for 
manufacturing purposes at less than the present cost of its produc- 
tion. We have faith that the Congress of the United States will 
remedy this injustice by granting the relief we ask. 

STATEH£NT OF KB,. H. IT. LAWBIE, £C0170UIBT, AHEBICAH 
UIKINO CONOBESS. 

Mr. Lawbie. Mr. Chairman, I have no formal statement to make 
before this committee. I have put in four years' time studying the 
situation from every angle, and I have a great many of the facts per- 
taining to this subject at my command, and I would like preferably 
to put myself at your disposal and have the members of the committee 
ask any questions thev desire to know about speclBcally. 

Mr. KAJNET. I wisn you would talk about this gold that is used by 
tlie dentists. 

Mr. liAWRiE. I have been in close touch with a man who under- 
stands the dental business very thoroughly and obtained his advice 
in the formulation of these exemptions that you find in this act with 
reference to restorative appliances to be used in the mouths of chil- 
dren. These restorative appliance sustain a loss by the abrasion 
only, and the appliances are not destroyed. The amount of gold 
that goes into the dental industry does not amount to a great deal 
in the total. Probably $5,000,000 would be the total amount con- 
sumed yearly in that way. About 5 per cent of that, it is estimated, 
goes into fillings, and the balance of it goes into bridges and plates 
and crowns, u, has been estimated by Mr. Louis T. Weinstein, who 
operates a dental research laboratory in New York, that the average 
restorative appliances, so-called, and bridges, would consume about 
a pennyweight of gold on the average, or 50 cents, in the terms of 
this excise, per tooth. 

The matter of making the regulations has been left to the Internal 
ReTenue Department, so as to protect the public interests and at the 
same time to make it as simple to collect as possible. And it is 
believed the department will in their r^ulations specify something 
in the nature of 60 cents a tooth, because it is almost impossible 
for the dentists to estimate the amount of gold contained in a filling. 
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Mr. Bainet. What do you think about exempting them! 

Mr. LiAWKi£. I see no reason why they should be exempted from 
the payment of the cost of production of the raw material which they 
use. It would not be equitable. 

Mr. Hawlet. The amount of gold that goes into the repair of 
teeth, in comparison with the charge made, is a very small per- 
centage! 

Mr. Lawbie. It is very small. And the same way in the manu- 
facture of jewelry, the amount of gold is a very small per cent of the 
total cost of the product, if precious stones are mcluded in the article, 
for instance. 

Mr. Hawlet. Wo have heard so far here about the mines of South 
Dakota. Are the conditions that prevail there repeated in all of the 
other mining sections of the country! 

Mr. LiAWBix. They possibly are still more severe in Alaska, which 
is more remote from the labor market. Sight now they are experi- 
encing a good deal of difficulty about that. 

Mr. Hawlet. What about the Treadwell mine up there? 

Mr. Lawbie. The Treadwell mine had a cave-in in 1917. I know 
the property is not operating now. 

Mr. Hawlet. What about the mines in Colorado; are any of them 
operating at the present time! 

Mr. Ijawbie. a few of the very high-grade properties are still 
operating on a reduced scale awaiting result of this measure ; other- 
wise I have definite information they are going to shut down. 

Mr. Hawlet. What about the gold coin on Bull Hill mine in the 
Cripple Creek district, and other mines? 

Mr. Lawbie. That is one of the properties I refer to. 

Mr. Hawlet. Are they still operatmgt 

Mr. Laweie. They are still operating, but they are high-grade 
propertiee. 

Mr. TiHBEBLASE. They are operating at a very great loss and I 
think we have a gentleman here from California wno is familiar with 
the conditions oi those mines, and who will corroborate the statement 
of the gentlemen of South Dakota. 

Mr. Lawbie. I have been in touch for some time with all the gold 
producers in the United States and have watched them close down, 
and they positively can not continue unless relief is had and that 
almost immediately. 

Mr. Hawlet. What per cent of the total production is closed 
down now! 

Mr. Lawbie. We can not judge by the number of mines in the 
Country that have shut down. 

Mr. Hawlet. I mean in per cent of the entire normal production. 

Mr. Lawbie. The production has declined from $101,000,000 in 
1916 to $68,500,000 in 1919, which means that 42 per cent of the 
capital investment in the gold-mining industry has been rendered un- 
remunerative, because t£ey are shut down and not operating 
to-day. And some of those plants are rapidly disint^rating. 
Some of those plants that shut down were plants that were operating 
on a very narrow margin of profit, which diut down in 1916, others 
in 1917, others in 1918, and others in 1919, as the purchasing power 
of the dollar gradually became a great deal less. 
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Mr. Hawlet. What per cent of the mines now operating will 
have to shut down in the coming year unless relief is granted? 

Mr. Lawbib. I have ^imated from the facts presented by pro- 
ducers with reference to mines that are about to close down that the 
production will not be over $40,000,000 this year, unless substantial 
relief is rendered of this nature. 

One of the gentlemen aaked a question with reference to the impo- 
sition of this excise tax on the bullion. That would immediately 
establish a premium gold market and that is one thing we desire to 
obviate and have obviated in this bill. While some people urge that 
there is only a sentimental reason for maintaining a &ee gold market, 
at the same time we are a creditor Nation and it la our desire that we 
^ould continue to maintain a free gold market. 

Mr. HADLEr. I will say the only reason I asked that question was 
to develop a little more clearly in the record the reason you had in 
mind. 

Mr. Lawrie. That is the specific reason, and the manner in which 
that is protected here in this act takes away any objections to it, 
because we maintain a free eold market. 

With reference to the tec&iicality brought up on the revenue side, 
an excise, of course, merely gives the consumer of gold in the arts 
and trades an opportunity to pay more nearly the cost of production 
of his raw material ; so that you are not imposing any great burden 
on the industry when you call upon it to pay for the cost of produc- 
tion of its raw material. But if it will serve better the legal require- 
ments of the situation, I would suggest the insertion of " for revenue " 
between " excise " and " upon," in the fourth line of the preamble of 
the bill, which would then read : 

To provide for the protection of the monetary Kold reserve hy the nialntcnftnce 
of the normal gold production of the United States to aitlsfy the requirements of 
the arts and trades by Imposing an excise for revenue upon ull gold naed for 
other than monetary pnipoBes, and so forth. 

Mr. Hawlet, You would have to say " for revenue and other 
purposes," otherwise the whole tax will go into the Treasury and 
could not be paid out without specific appropriations. 

Mr. Lawrie. For revenue and other purposes. 

The Chaikman, The effect of this bill, if enacted into law, would 
be this, that the consumer of gold in manufacturing would pay a 
little more for his gold, but it would enable the men engaged in the 
production of gold to produce more gold. 

Mr. Lawrie. To satisfy his requirements. 

Mr. TiMBERLAKE. He would not pay any more than $20.67 for 
his goldf 

The Chairman, He would have to pay his excise when it is manu- 
factured. If this would enable the Treasury Department to help 
out the producer of gold so that there would be cost for him or a 
profit in it, it would stimulate the production of gold. That is the 
object of the bill? 

Mr. Lawrie. Yes. According to the American Bankers' Associa- 
tion resolution, it is to stimulate production in an amount sufficient 
to satisfy the industrial requirements so as to protect the monetary 
gold reserve from the present drain by diversion of the monetary 
gold stock to industrial use. 
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The Chairman. And it would only increase the cost of an article 
that is really a luxury? 

.Mr. Lawhie. Yes ; it would, but not in proportion to the present 
market price, by any means. 

The Uhaibman. No; I understand; but whatever that cost would 
be, .it would only add to the cost of the article which is very largely 
a luxun^} 

Mr, Lawkie. It is very largely in line with what the Federal 
Reserve Board has alreaay initiated; they are restricting credit for 
the manufacture of luxuries. They recognize that as one of the 
ways in which we may more quickly get back to normal conditions. 
And in imposing this tax, it is borne only by the consumers of the 
luxury itself and is not a tax upon the general public. 

The Chairman. In the last calendar year we lost in gold, in this 
country, in exports — that is, the exports exceeded the imports of 
gold, in round number, $150,000,000— it was $149,000,000, and some 
odd thousands. 

Mr. Lawhie. $292,000,000. 

The Chairman. That gold largely went to the South and West 
and to the Orient? 

Mr. Hawlet. Do you propose this tax shall be imposed upon 
imported Jewelry? 

Mr. Lawrie. An excise operates upon foreign-made products sold 
in this market, automatically. 

Mr. Hawlex. So that whatever is paid by the local manufacturer 
will also be paid by the importer! 

Mr, Lawrie. Yes, It establishes a perfect balance, an equally 
between the domestic and foreign manufacturer. 

Mr. Hawley. So that we will not be aiding industries abroad? 

Mr, Lawrde. No, sir. 

STATEUEKT OF WR. TBlKSK W. GKIiTIN, VICE PRESIDENT 
ITATOMAS CO. OF CAIIFOBNIA, 8AV FEANCISCO. 

Mr. Griitin. In answer to the question asked Mr. Seaman whether 
or not the conditions he described as existing in South Dakota, 
applied to California, I state that they do. His description fits the 
case of the gold-raining industry generally in the United States. 
California is the leading: gold-producing State. About 55 per cent 
of the production of Calitornia is derived from lode mining and 45 
per cent from placer deposits. The greater part of the placer gold 
comes from the operation of dredges. 

The idea many people have that gold mining is a business wherein 
the hazards are great and the returns either nothing or very largo 
is erroneous. It is a highly scientific, soundly estabUshed industry, 
wherein the risks are reduced to a business basis and the successful 
conduct of the industry calls for the most careful, detailed man- 
agement. The amount of capital involved is very lar^ and the 
return on this capital is no greater in normal times than in a manu- 
facturing business. Of course, in exploration work the hazard 19 
great, but I am speaking of developed, producing mines. 

Most of the gold produced comes from properties where the ore 
or placer is of low grade. These low-grade properties must be 
operated on a very large scale to insure a profitable return, and 
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involve the installfttion of expensive, bis-capacity pilants. If such 
a property is forced to close aowD, it falls rapidly into decay. la 
many instances it never can be opened again. Kven those mines 
that can be rehabilitated involve severe economic losses in the process. 
For this reason many mines which under the present conditions are 
unprofitable are still kept at work. 

Gold mining is in such a precarious condition to-day, first because 
the price at which gold must be sold is fixed, no matter what the 
8U[}ply or demand, at $20.67 per fine ounce. Second, labor, ma- 
t«rial, power, and every otiier factor that goes into the cost oi pro- 
ducing goldj have increased manyfold. It has been ar^ed that 
these conditions are temporary, and when they return to normal 
we can again produce gold. While this is true, it is also a fact, thst 
this bill was drawn to meet that very contingency. It provides 
the necessary aid to permit the continued production of gold, and to 
prevent permanent injury that would otherwise be done to the 
industry daring this transition period. Provision is made in the act 
for reducing the excise aad premium in accordance with the appre- 
ciating purchase power of we dollar as economic conditions become 
normal. 

Gold mining is a wasting industry, and there is but one crop of ore. 
Therefore, if the production of gold- is to be maintained, constant 
exploration work and development work must be done. In the 
stoppage of this work lies the greatest menace to the future pro- 
duction of gold. 

The problems confronting the eold-dredging industrv are typified 
by those of my company, the Natomas Co., of California. We 
handle about 24,000,000 cubic yards, equivalent to about 36,000,000 
tons of gravel per year. We employ only about 400 men. Labor 
represents 23 per cent of our cost, wages have increased 70 per cenc, 
materials 128 per cent, power 36 per cent. Our wages run from 
$4 to $S per day. We have installed a bonus system granting 10 
per cent increase in pav for three months' continuous service. 

In 1914 we operated 14 dredges, valued at $3,500,000, and pro- 
duced 127,500 fine ounces of gold or $2,637,000, at a cost of $15 per 
fine ounce. In 1919 we operated 11 dredges and produced onhr 
89,017 fine ounces or $1,840,000^ at a cost of $23 per fine ounce. It 
is less costly for us to absorb this loss than it would be to close down 
our plant for taxes, insurance, and deterioratioa of idle equipment, 
plus loss of our organization would be greater than this present loss. 
Durine the year 1920, three more of our dredges will go out of 
commission and our production will be proportionately curtailed. 

The life of a dredge is about 10 years. When the dredge wears 
out or works out the particular ground for which it was built, our 
practice is to rebuild that dredge. But on account of the high cost 
of such rebuilding to-day plus greatly increased operating costs we 
can not do it. 

Our ground averages about 9 cents per cubic yard. 

A dredge which cost $263,000 to build in 1914 would cost $475,000 
to-^ay. Such a dredge with a yearly capacity of 2,200,000 cubic 
yards and a life of 10 years would use up 250 acres of ground; i 
minimum return for such ground should he $200 per acre. To re- 
turn 10 per cent interest on the capital required pais redemption of 
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capital from an annual sinking fund bearing 4 per cent interest, the 
ground would have to yield 11.5 cents per yard, with the present 
working cost of 7.2 cents per yard. 

As we can not increase the value of the ground about 9 cents, we 
must defer the building of the dredge until construction and operat- 
ing charges return to normal, when the investment could be amor- 
tized from ground yielding 7.6 cents per cubic yard. 

Under the present conditions no new equipment can be added to 
dredging properties and the gold produced from this source must 
continue to decline, as only high valued ground can be worked. 

In the great mother lode mines of California, many of which are 
from two to four thousand feet deep, rock carrying $3 to $3.50 per 
ton was pay ore in 1914. To-day nothing can be clawed as ore 
under $6. 

Mr. Fletcher Hamilton, State mineralogist of California, under 
date of May 24 wires me : 

The State mlnlne bureau Is in pIosr tmicli with mining opcrHlions of Callfor- 
nln throupih its Be\d eoKlneers, and It is iin undlspute'l fact that gold quartz 
mining 1h in a deplorable condition. Prodnctlon Is being malntatned by large 
well-organized companies only. Increased cost of labor, material, and supplies 
has stopped development work. Depletion of ore bodies In large raines, together 
with total Inactivity of smaller properties, makes the outlook extremely dis- 
couraging unless some means of relief are ofFered In near future. 

Another illustration is given in a telegram received by me May 25 
from Mr, W. J. Loring, one of the largest California operators: 

Have Just cloned down gold mine after spending over $1,000,000 doing 17,000 
feet development and opening for sloping 600,000 tons. Gould not make enter- 
prise pay expenses which uu'ler normal conditions would have been profitable. 
McFadden bill will not only permit my mine resuming operations, but will 
stimulate development of other mines and prospecting for new properties. 

The above telegrams are illustrative of the lode mining condition 
in California and show why production of gold is decreasing to sncb 
an alarming extent. 

Confusion may be caused by using as a standard of comparison 
the present cost of producing a fine ounce of gold. 

The statement has been made that the cost of producing gold is in 
excess of $20.67 per ounce. It would be more nearly correct t« say 
that if the volume of gold production was maintained at the normal 
level the cost would greatly exceed $20.67 per ounce. 

While it is true that much of the gold is at present being produced 
at a greater cost than $20.67 per fine ounce, and many properties, 
when depreciation and depletion are considered, are being operated 
at a loss, it would be erroneous to say all are losing money. But as 
the only mines that can continue work are those containing high- 
grade values that can be selected, the amount of gold produced is 
rapidly decreasing. The cost per ounce is not a proper unit for com- 
parative purposes. For example. Ore returning $4.15 per ton 
would take 5 tons to produce a fine ounce. The normal cost of min- 
ing at $3 per ton would make the cost of prducing the ounce $15. 
Vt ith mining cost at $5 per ton it would cost $25 per fine ounce pro- 
duced. So the miner can no longer work $4 ore, but must either 
stop ojjerating or where possible select ore that runs $6.90 per ton, 
so that 'A tons will produce nn ounce, which at $5 per ton cost will 
make the cost of the ounce $15. 
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Such selective mining greatly increases the costs and sometimes 
spcdls the ruin of & mine and greatly curtails production. Mining 
must be confined to the comparatively small bodies of higher-grade 
ore aloae. So while the cost per ounce may not be increased, the 
number of ounces must greatly decrease. iTwduction will continue 
to fall as the volume of mining is decreased, due to the exhaustion of 
hi^-grade ore. 

The conditions in Colorado are even more serious than in Califor- 
nia, as evidenced by the decline from $22,530,800 in 1915 to $9,786,- 
400 in 1919. 

The stoppage of development work and prospecting for new prop- 
erties, together with the continued closing of mines from exnaus- 
tioQ of high-grade ore, means the ultimate end of the gold-mining 
industry in the United States. 

In my opinion we shall be fortunate if we reach in 1920 the esti- 
mated production of $40,000,000. 

In the years to follow I believe lies our grave danger unless some 
remedial steps are taken immediately. 

The present gold reserve is much like a comparatively full reser- 
voir from which is being drawn off a much greater volume of water 
than the feeding streams supply. Instead of using every effort to 
increase the flow of these supplying streams before disaster comes, 
they are allowed to decrease wltnout apparent concern. The end is 
not difficult to forecast. 

The question is not one of subsidizing one industry at the expense 
of another. The unfortunate position of the individual producer of 
gold is only one of the factors of the problem. The question that 
must be faced is the sure destruction of the Nation's power to pro- 
duce gold. 

The Chairman. I will say to the gentlemen, they will be permit- 
ted to extend their remarks^ and those who have not had an oppor- 
tunity to address the committee will be given the privile^ of ming 
whatever statements they desire for insertion in the hearings. 

(The committee thereupon adjourned.) 



ADDENDA. 

WA8HIN0TOS, D. C, May gS. 19i0. 

Bon. JOBEPS W. FOBDNEY, 

Chairman Committee on M'ays and Meant, 

Hous»e of Aepre«e»fa(ii.-r«, KatMngton, D. C. 

DE.ut Sib: Ab I have heretofore advised you, I aw iDtereated in tte bills above 
mentioned, and a representative of my offlce was present at tbe hearing hel'] 
to-day prepared to make a brief atatemetit In support of H. R. 14099. However, 
be was unable to do so owing to lacli of time, and in accordance wltb the prlr- 
llege extended by your committee I herewith submit n statement relative to tbe 
matter, and respectfully request that it be incoi'|)oruted in the report of tlie 
hearing. 

The bill (H. R. 14099) was intrtxluced l>y Hon. L. \V. PalrHeld. and, as state.) 
by him at the hearing, he did so at my request. In requesting Mr. Fairfield to 
Introduce tl)iH bill and In submitting this siatement In support of tiie bills 
referred to, I am representing tbe Abuufnirez gold Heids of Costa Rico, in 
American company with Its executive ofltc-es Ht 17 Battery Placp, New York City. 

1 was notified late yesterday that tbe hearing would be held. 1 immediately 
communicated that fact to the offlcen of the company In New York, but was 
advised that it would be impossible to send a representative from New York 
to be present at tbe bearing. I am not a practical miner and am not acquainted 
with all of tbe details concerning the operations of tbe company, therefore [ 
must necessarily make my statement somewhat general. 

As indicated by the name, tbe Abangarez gold fields of Costa Rica are pro- 
ducers of gold In the country of Costa Rica. The company Is probably the 
largest producer of gold in Latin-American countries. It is the only exporter of 
gold of any consequence from Central American mines and the largest exporter 
uf gold from Latin- American countries. The company's output to-day is about 
$60,000 a month, and now averages about half a million dollars annually. Most 
of the mines are only trading dollars at the present time, owing to the fact 
that the cost of production exceeds the price of gold In the case of all escept the 
very high-grade ores. If provision can be made as is sought to be done by bill 
H. R. 14099, whereby it would be profitable to treat the low-grade ores which it 
is not now profitable to treat. It la twUeved that the company's production would 
be increased to a million dollars annually. 

1 understand that the company's exports of gold from Costa Rica ar« Imported 
into the United States and sold to ttie United States Mint. With the proper 
development of its mines the company estimates that its sales to Uie United 
States Mint in the future will amount to at least Jl.OOO.OOO a year. 

A statement has been presented to your committee to the effect that the pro- 
duction of gold In the United States during 191B was approximately $58,000,000. 
Thus it la seen that the gold produced and imported by this one company beurs a 
very substantial ratio to the entire gold production of the United Stateti. 

The purpose of H. R. 13201 is to protect the monetary gold reserie of tbe 
United Stfitea. To do this it is proposed to levy an excise tax ^on gold used 
for other than monetary purposes and out Of the fund thus created to pay a 
premium to the producers of newly mined gold In the United States. 

H. R. 14009, introduced at my request, follows almost word for word the lan- 
guage of the other bill, except that tbe necessary changes have been niade so as 
to make the provisions regarding the payment of the gold premium apply as well 
to American citizens and corporations producing gold in foreign countries and 
Importing that gold to this country and selling it to the United States Mint. To 
accomplish that purpose the bill H. R. 1409S changes H. R. 13201 in the following 
respects : In the title following the word " States," in the third line, the follow- 
ing words ere inserted " Including gold produced In foreign countries by Ameri- 
can citizens or corporations." 

On page 3, line 26, following the word " posaesalons." the following is Inserted : 
" and to American citizens or corporations producing new gold In foreign coun- 
tries." 

On page 4, line 23, after the word " posaesaiona," there is Inserted " and every 
American citizen or corporation producing gold in foreign countries." 
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And on page B, line 18, foUowtug Uie nmnerala " 1920," tbere Is Inaerted " and 
«ver7 Amerlcaa citizen or corporation so prodnclng newly mined gold In foreign 
«oontrlefl on and after sold date." 

I am beartlly In tayor of the result songbt to be accomplished by said bill, 
namely, the protection of the monetary gold reserve of the United States. There 
la no queaUon but that unless something la done in this country, the same as has 
been done In England, to help the production of gold, we will not be able to keep 
up the gold standard. But tbe monetary gold reserve of this country is main- 
tained not only by the production of new gold In this country but also by the 
importation of gold from abroad. It seems to me obvius that it wuld be e mis- 
taken policy for Congress to attempt to stimulate the production of gold In this 
-country without taking similar action to affect the production of gold In fields 
now snp[dyiog this country with gold, because such action would tend ultimately 
to deplete the domestic sources of supply, which would place this country In a 
similar position to Oreat Britain, who, It is said, was forced Into the Boer War 
in her anxiety to control tbe gold supply. 

The seme purpose would no doubt be accomplished by so amending the bill 
H. R. 13201 that It would apply to all newly mined gold produced In the United 
States or Imported into the United States. However, one of the means provided 
in the bill for stimulating the gold production Is to pay a gold premium or sub- 
sidy to gold producers ; and It Is oot believed that Congress would favor the pay- 
ment of subsidies to citizens and corporations of foreign countries. Therefore, 
the amendments above mentioned nre limited to American citizens and cor- 
porations. 

It is the professed policy of this Government to stimulate American foreigjn 
trade, which no donbt Includes the Investment of American capital In foreign 
countries, especially in tbe developmoit of tbe resources in the American 
countries to the south of us. It is therefore submitted that to make these sug- 
gested changes In the original bill will directly contribute toward the carrying 
out of the primary purpose of the bill, namely, to provide for the protection of 
the monetary gold reserve, and will also encourage the development of an Ameri- 
can industry abroad as well as the Industry In this country. 

It might be said that an objection might be raised against so extending the 
provisions of the bill on the ground that it would be very difficult to provide 
regulations for such American corporations abroad. It must be home In mind, 
bowever, that the gold premium Is not paid at the time of the production of the 
new^ mined gold, but is paid on a certificate Issued by the director of the mint 
when the gold Is sold to tbe tnint. The premium Is paid only on the gOld actu- 
ally brought to this country and sold to the mint. Therefore there would be mi 
more dlfilculty in ascertaining the correct amount of the premium than there 
would be in tbe case of a domestic mine. In the original bill tbe matter of deter- 
mining when and where the domestic gold was produced Is determined by the 
affldavlts and certificates of the producer. Surely the officers oC American com- 
panies operating abroad can be trusted to make aa correct affidavits and certifl- 
ctes as the officers of corporations operating in this country. And if it bo desir- 
able to incorporate provisions for the Investigation of books, etc., of companies 
operating in this country, it is very simple to extend the same provisions to com- 
panies operating abroad, either by providing for the submission of such books 
to the American consul or by requiring such books to be submitted to the director 
of the mint, or other treasury ofltclal, before the gold premium certificate Is 

Objetion might also be raised that It is difficult to determine what are Amerl- 
-can corimratlons. That can easily be disposed of either by providing that It 
shall be governed by regulations to be adopted by the Treasury Department, or 
by inserting a provision in the bill similar to the provision In the shilling act 
to the effect that to be deemed an American citizen a corporation must be organ- 
ized in this country, must have .American citizens as officers, and must have a 
-controlling Interest in its stocks and securities owned by citizens of the Unite<l 
States. 

At the hearing held to-day some question was raised regarding the constitu- 
tionality of th bill. I respectfully submit that Congress has the same power to 
pa.<<s this bill for the protection of the monetary gold reserve as It had to pass 
tbe bill which is now law limiting the price of gold to {20.67 per ounce. Con- 
gress Is given power by the Constitution to pass laws for the coinage of money, 
and Is also given the Implied power to pass all laws necessary to carry into elTect 
the expressed power. Clearly the power to protect our monetary gold reserve Is 
« necessity Incident to the power to coin money, and if Congress sees lit to levy 
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an excise tax and pay a subsidy for die purpose of protecting that monetary gold 
reserve. It is witbin its constltutioDel power in so doing. 
To briefly Humniarlze, I therefore respectfully submit: 

1. That tbe situation is such tbat Congress should take some action to protect 
tlte monetary gold reserve, and that the bill, H. R. 1S201, is a proper bill for that 
purpose. 

2. That if a gold premium be paid to the producers of gold in this country, a 
like provision should be extended to American citizens and corporations so pro- 
ducing gold abroad, since such action would assist In carrying out tlie purpose 
of the bill and would also promote American for^gn tnicle. 

3. That any objections to so extending the provisions of the bili on tbe ground 
of the difficulty of administration are without foundation. 

4. That Congress will be within Its conxtllutlonal power in passing sucb 
B bill. 

Therefore it is boped that your committee will report favorably the bill 
H. B. 13201. Incorporating tbe changes sought to be made by the lutroducttoii 
of H. R. 14099. 

Respectfully submitted. 

WAtrt» a. Pekfieu). 

ADDmONAT. STATKMEJiT 

GOLD STOCK or THB UMTED STATES. 
iCbarts 1. 2, Table 1.] 

The total gold stoc-i; ,if the I'nlted States Increased from $1,81.5.976.000 on 
December 31. 1914, to $.1,080,510,000 on Deocmber 31. 1918, a gain in four years 
of $1,264,534,000. or 69.6 per cent. This Increase was due largely to the excess 
of gold imports over exports ne a result of tbe trade balance made favorable 
by the war exigencies of Europe. Since onr entrance into tbe war, however, 
and more particularly since the embargo on the exportation of gold was lifted 
in June of last year, the exports have greatly exceeded the Imports of gold, 
which had reduced the gold stock of December 31, 1918, to $2,787,714,000 on 
December 31, 1919, a loss of $292,796,000 for the year, or 9.5 per cent. 

On December 31, 1914, the gold reserve in the United States held by tbe 
Federal .reserve banks amounted to 13.3 per cent of the total United States 
gold stock, wblle on December 29, 1916. It amounted to 25.7 per cent, and 
on October 81, 1919, to 70 per cent. During the year 1917 a rapid Increase io 
the Federal reserve gold reserve took place, rising from $736,236 on De- 
cember 29, 1916, to $1,621,905,000 on December 31, 1917, a gain of $885,669.00& 
or 120.8 per cent. 

OOLD CEBTmCATE BETIBEMEST. 

During the same period the gold certlflcatcs in actual circulation recorded a 
corrpspondlncly rapid decline from $1,223,609,000 on December 29. 1916. tbe 
maximum circulation, to $700,140,000 on December 31. 1917, an amount of 
$523,463,000. or 43.8 per c-ent. Of this amount $302,869,000 was withdrawn 
from circulation altopetlier and $229,-^94.000 n-as added to the gold-reserve 
holdings of the Federal reserve hanlts. With this retirement of the gold cer- 
tlflcates from circulation came sn increase of $.'538,335,000 In the Federal 
reserve gold settlement fund, or 197 per cent, which on December 29, 1916. was 
$273,050,000, and on December 31. J917, $811.38.5,000. A year later, on De- 
cember .SI, 1918, this fund reached an apes at $1,331,911,000, nn Increase of 
$^20,526,000, almost equal to tbat of the previous year. While the Federal 
reserve coin holdings and redemption fund have been expanded for the lO 
months enedin^ October 31, 1919, the gold -settlement fund has declined 
$8,126,000 and the holilintrs ot gold certificates $103,999,000. On I>ecember 20. 
1916, the gold certlflcatpR in actual circulation amounted to $1,223,609,000, or 
42.7 per cent of the entire United States gold stock, and on October 81, 1919, to 
but $301,957,000. or 10.5 per cent. 

The United States Treasury holds sufficient available gold (from $150,000,000 
to $2SO,000,000) , free from all encumbrances, wlierewith to meet an emergency 
demand. For it to hold more idle gold would be to entail a heavy loss of 
Interest, while It may be used so profltably In the channels ot Industry and 
commerce. 
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decliDCd to $393,644,000 on October 31, 1910. a reOuctlon of 41.2 per cent, or to 
13.7 per cent of the total gold stock, tbe Treasury and Federal reserve bankn 
botding the balance of 86.8 per cent. Tbls Indicates how successfully and 
rapidly tbe floating gold In the country has been brought under Government 
control. There Is now. buwever, so small an amount of gold outstanding that 
the posstblUtles of still further angnientlng the Federal gold reserve from this 
source are more limited. 

The gold stock of the British Empire is being augmented by new production 
from Its mines, which in 1918 amounted to $2SO,000,000, while the gold stock of 
the United States in 1019 wiis depleted by consumption of gold in manufactures 
and the arts in excess of domestic production. Even as a creditor nation this 
depletiOD should not be allowed to continue. 



(CamiuM Iram tJnIted Statn Ttmorr and F»l«nl R«9srr« buUatlni; 000 omttM.) 
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EXPANSION or FKIIKBAI. RR:4KBVE NOTE CIBCOLATIOK. 

ICbart 3, Tablee 2. 8.1 

The iiroLttss of wltlMlrnwIng the gold certlHcatea from clrculatton and placing 
either thi? certlfloates or the gold released to the reserve creilit of the Federal 
reserve haoks, which took plnce during 1017, Is more effectively illustrated by 
the fact that of the total gold certlflcsles and Federal reserve notes In circula- 
tion the gold certillcates amounted to 81.6 per cent on December 29, 1916, while 
they amounted to but 36 per cent on December 31, 1017. Thla process has since 
continued, so that on October 31, 1919, the percentage of gold certificates In 
circulation umounted to 9.9 per cent and the Federal reserve notes In circulation 
to 90.1 per cent. 

The per capita gold certificate circulation increased from $G.801 on December 
31, 1914, to SI1.S47. or 74 per cent, on December 29. 1910. the highest point. 
The Federal reser\-e note circulation on the same date was $2,666 per capita 
and the gold cover was $1.91 for every Federal reserve dollar In circulation, 
while till- gold cover of the gold certificate ia always 100 per cent. On December 
31, 1917, however, the early effect of credit and currency expansion to sntlafy 
war requirements Is shown by the fact that the amount of gold certlDcates in 
circulation had fallen to $6,639 per capita, or nearly 50 per cent, and the F«l- 
eral reserve notes in circulation had Intreflscd to $11,871 per capita, i 
In the combined circulations of nearly 28 per cent. Tiie Federal r« 
KOhl cover on that date was 97 cents in gold bullion. 



During the year 1918 came the peak of the load of war finance, with Its conse- 
quent credit expansion. The effect was still further to force the gold certlticate^ 
out of circulation and into the gold reserve of the Federal re.serve banks, where, 
under the elasticity of the Federal reserve act. It could be combined with high- 
grade securities, based upon the actual production of the country, and tlius be- 
come the basis upon which the currency, in the form of Federal reserve notes, 
could be expanded. 

The gold ctTtltlcales in circulation had declliieil fruia $6.G;t9 per capita on 
December 31, 1917, to $3,932 on l>ecemlier SI, 1918, or 40 per cent, and the 
Federal reserve notes bad expanded from $11,871 per capltii to $25,158, or 112 
per cent. On December 27, 1918, there were $2,685,244,000 of Federal iv»er\e 
notes in circulation, with a gold cover ()f 60 cents for every Federal reservo 
dollar. The Federal reserve note circulation Increased for tlie 10 months endiiic; 
October 31, 1919, by $67,632,000 and the gold cover declined to 57 cents. On 
December 2S, 1019, two months later, the Federal reserve note circulation had 
expanded to .$3,007,640,000, an niiiouiit of $304,770,000. or lU i>er cent, which, 
coupled with the decline In i-eserves, forced shrinkage In the gold cover of the 
note to 50.S cents, or approslmatety 11.61 grains of gold per dollar. The Ftnl- 
eral reserve act requires that 40 cents In actual gold he held In reserve against 
every Federal reserve dollar note In circulation, so that there Is still a margin 
of 10 cents In the gold cover from the legal limit. While the currency Is readily 
redeemable In gold at par, and is, therefore, sound, It is apparent that here lies 
a definite limitation to the possibilities of further expansion in the aote circu- 
lation. At the present rate of gold exportation the gold resenes will be sub- 
stantially reduced this year, and, therefore, to miiintain the present gold cover 
of the Federal reserve note, it will become necessary to contract the note 
Circulation. 

IMPLATION CAUSE ASU SOT EVVECT OF HIOK PBICE3. 

Tlie expansion of our credit structure. Involving, as it has, an expansion in 
the volume of currency In circulation, has contributed largely to the deprecia- 
tion of tlie purchasing power of the dollar. This fact is demonstrated by the 
following index numt>ers of wholesale prices in the United States tor ail com- 
modities, as estimated by the Bureau of Labor Statistics and based upon the 
average price for 1913 as 100: 
December ; 

1914 97 

1915 1(H 

1916 14B 

1917 181 

1918 206 

October, 1919 223 
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Xbere is no limit to tbe amount of credit and currency ibnt cnn be ubi^orbeil 
on a rising price market for the reawn tbat every Increase lu the uiuouiit of 
credit created or currency emitted IB iibsorbed by a further Inereose in I'oni- 
modlt; prices. It Is also true tlutt an Inflation in tlw volume of credit ami 
currency beyond the actual requirements of Industry operutts, first, to dl:*- 
conrage thrift by the destruction of savings ; second, to decrease tlie per capita 
output and thereby decrease aggregate proiluctlon ; third, to increase the de- 
mand for all commodities by competitive bidding; fourth, to divert capital and 
labor from the production of essentlalH to the production ot noneMtentlals, and 
bj- this process «ttll further to accelemte the Increase In pricea of living neces- 
saries: and fifth, to develop nn Brtldctat plane of living not conducive to liealtli, 
bappincss. und prosperity. To the depreciation In the purdiiisliig power of the 
dollar is due largely the great variation in ciuiipensatlon for tlie services fen- 
dered by different groups of our people during the past four years. These In- 
equalities have become more sccentuiiteil imd eppressivo as tbe pricea of com- 
modities have risen, iind during the past year tlic hiinlcii hiiM become unliear- 
able to a large percentage of the population. 



It lias been ant iiorita lively stated tlint, while the vnlne of mw niaterlaU and 
manufactured articles produced dnrlng the year Idlfl was the greatest In the 
lUstory of the country, the phyaical volume proved to be smaller than any. year 
since 1916. This and other symptoms which have been prevnlent for some titne 
past confirm the fact that Inflated credit and curr^icy tmve been lundanientally 
tbe cause and not the effect of high prices. Tbe cause can l>e removed only by 
contracting the credit structure and correspondingly decreasing the volume of 
currency In circulation. To contract credit without contracting the currency 
will accentuate tliese Ills by Increasing purchasing power beyond the limits 
actually required for production, leaving n surplus for free spending and specu- 
lation. This process of contraction should operate gradually over a number of 
years in order to permit Industry to adjust itself to the changing conditions 
without loss of pnKluctlon. 

fob^iq:! deuakd fob oood.^ must re ^ikt. 

The increased foreign demand upon our productive resources, as evidenced 
by the large volume of our exports during 1018, exercised some influence In 
fori'lng prices up. The effect of this increased demand In prices was accentu- 
ated by a decrease In production during J919 which resulted largely from the 
inflation of credit and currMcy and eliorter hours of work with less output per 
hour. A suggestion lias been made that we should limit our exports to Kuro|ie, 
with a view to increasing the nvHllablc supplies In this country and thereliy 
lower prices. At this time such a policy is shortsighted from a business sttunl- 
piilnt and does not measure up to-onr humanitarian, political, or economic 
standards. The progressive American way to solve the problem of lowering 
prices is to compensate for the Influence of Inflation by a broad paliilc accom- 
modation to deflation by liquidating loans nnd paying bills to relieve the bunks 
of the burOffli, working harder and longer hours, buying less nonessentials and 
only the required living necessaries, consuming all things without waste, and 
Introducing machinery to increase per capita output, especially in the fiiriulng 
industry, whence couch tlie fuel to operate the human engine of the Nation. 

fBEUIUU TO OFFSBT I.0RS OF PlIBCnASINO POWER. 

The roan with an income of $2,000 in 1914 found, on October 31, 1010, that 
this Income had ontomatlcally been reduced in purchasing power to $870 in 
terms of nil commodities. The economic stress upon the gold-mining industry 
to precisely the same as upon the man with a flsed Income over this period, fur 
the reason tbat the price of gold has remnlned stationary at ¥20.67 per ounce, 
while Its purchasing power had declln»l, in Accordance with the above Index: 
numbers, from 821.31 in December, 1914, to *9 in October, 1919. To this extent 
the price of commodities has become disassociated from the gold standurd. 

Gold stands alone as being the one commodity the price of which has not ad- 
vanced, while the prices of all other commodities have advanced to an niuount 
commensurate with the cost of Cheir production. The gold-mining industry will 
l)e completely shut down If forced to await the gradual process of rendjustmi-nt 
while the dollar Is regaining its purchasing power, and consequently temporary 
36504— 21— -4 
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meaOB must be provided for adjusting this economic equation so as to malutaln 
tbe normal production of new gold. If a man's prewar income la not snfflclent 
for him to maintain himself and famUy it must be increased so as to make it 
possible for them to live. In the same way tbe gold miner must receive an 
iDCreaaed amount for hia product wblch will enable him to produce the metal. 
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On November 24, 1916, the Federal reserve net deposits were $620,128,000. 
and a year later— November 30, 1917— this item amounted to $1,595,512,000. 
an Increase of $975,384,000, or 1573 per cent. On the some dates the Federal 
reserve note drculatlon was. respectively, $240,448,000 and $1,056,988,000, 
Kblch shows an increase of $816,535,000, or 339.6 per cent. While on November 
24, 1S16, the note liability amounted to 27.9 per cent of the total net deposit 
and note liabilities, on November 30, 1917, It increased to 39.8 per cent, due 
to the fact that the rate of espanalou In the note circDJatlon was over twice 
that of the net deposits. From November 80, 1917, to November 29, 1S18, the 
amount of Increase In the net deposits was $72,771,000, or 4.5 per cent, and the 
bicreflse In the note circulation, $1,511,693,000. or 14a per cent. This great 
ilisparlty between the rates of increase in net deposits and note liabilities 
Increased tbe percentage of the note liabilities to the totiil from 39.8 per cent 
on >Jovember 30, 1917, to 60.6 per cent on November 20, 1918. 
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During the year since the annistice was slgneU the increase In oet deposits 
In Soveml>er 2S, 1019, ainounted to $221,116,000. nr 13.2 per cent, and the note 
drculiitioii ai) finiuuiit of {283.601,000. or 11 )ter cent. It Is apparent tliat tbese 
ratPti of Increase being so nearly tlie same, there has been no change In tlie 
retatlonsbtp between the net deposits and note drculation during tble year. 

On December 26, 1919, a month later, the net deposits had declined to 
n.Ti>4,470,000, a decrease of j:i 84,929,000, or 9.7 per cent, while the note drca- 
iallon increased to «3,057, 646,000, an amount of $205,369,000, or 7.2 per cent. 
or the total net d^wsits and note liability, the latter amounted to 64.2 per 
rent on December 26, 1919, recordinj- an Increase of 4 per cent from Novembffl- 
28. 1919, while the net deposit liability had decreased to 85,8 per cent. To 
jcradually reduce the note circulation will establish a better equilibrium betwe^i 
deposit and note llabllltiea. 

Tahiz 4 — Chabt 4, — Ratio of Federal reterve net ^epoHlt to Federal reteroe 

note Habilitv. 
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Ou November 24, 1916, the Federal reserve banks had $122,953,000 worth of 
bills on hand, of which $20JKI1,000, or lai per cent, were discounts. Uu June 
29, 1917, the Federal reserve banks reported war paper dlscounls Eu tiie amounts 
of (25,546,000, which on November 80, 1017, amounted to $405,608,000. On the 
litter date, the total discounts were $756,898,000, of which the war paper dls- 
Mmnts amounted to 53.8 per tent, and the toial bills on hand were $961,952,000, 
ail Increase of $838,999,000. or 682.8 iier cent, since November 24, 1916. The 
total dlBcOTintH on this hitter date amounted to 42.16 per cent of the total bills 
on hand. These facts show how rapidly our tlnandal structure was forced to 
expand In accoainiodatliig the extraordinary burdens of war, tlie volume of 
wliiph was to be so much greater In the year 1818. 

From November 30, 1917, the total bills on hand had increased to $2,190,- 
K%,000, an amount of $1,228,584,000, or 127.7 per cent. This was tlie same 
period (luring which the gold certihcnte retirement was most rapid and the 
extension In the volume of the Federal reserve notes in circulation so great. 

On November 26, 1918, the total discounts had Increased to $1,815,195,000 and 
T^resented 82.86 per cent of the total bills ou hand; the war paper discounts 
1)8(1 Increased to «1 .412,611,000, an amount of $1,006^03.000, or 248.3 per cent. 
While on November 29. 1918, the war paper discounts amounted to 84.02 per 
ci-nl of the total bills on hand, they ainonnted to 77.8 per cent of the total 
ftlscounts. 

Ou November 28, 1919, n little over a year after the armistice had beeu 
signed, the bills on hand had Increased to $2,709,804,000. au amount of 
ta] 9.268,000, or 23.7 per cenf, while the total discounts had Increased to 
K214,209,000, an amount of 5390,014,000, or 22 per cent, and the war paper dts- 
(-ounis had Increaaed to $1,736,083,000, an amount of 3323,522,000, or 22.9 per 
nut. The total discounts on this date amounted to 81.71 per ixni of the total 
blllH on hand, a decline of 1.15 per cent from Nov^nber 29, 1918, and the war 
paper discounts declined only 0.04 per cent during the same period. On this 
same date, the war paper discounts amounted to 78.4 per cent of the total dis- 
counts, an IncreBse of 0Ji9 per cent for that year. 
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SBtocTion 



WAX PAFKB C1UQIIT8. 



Tbe October Federal ReBorve Bulletin estlmatcd that on June 30, 1019, all 
booke held a. total of (6,000,000,000 of Government war obllKatloos, lucludiog 
Liberty bonds. Victory notes, and Treasary certificates, owned outright and held 
as collateral for loans. Tbe loans represented the unpaid balances due on 
bonds purchased or made for other purposes and secured by them as collateral. 

The reduction of $220,633,000 In the war paper holdings of the Federal re- 
KTve banks daring the month between November 28 and £>ecember 26, 1010, la 
a favorable IndlcatloD that the period of bond liquidation has begun, and It is 
hoped this same contraction will be made possibte In the war paper holdings 
of all banks in the country until the burden of war paper credit shall have 
bera removed entirely from our banking system. By this process only can there 
be a reduction In the volume of the note circulation and the release of a suffi- 
cient volume of credit for tbe progressive development of those Industries, the 
[Toduct of which Is most needed. 

It ts most encouraging also to note that in the two weeks ending January 9, 
1020, the Federal reserve note circulation had contracted to $2,914,368,000, an 
amount of $148,278,000, or 4.7 per cent, and that reports were coming In from 
Hie banks throughout the country that they would still further be able to con- 
tract their note requirements. These contractions In the volume of war paper 
credits and tbe note circulations are the first evidences of a return to normal 
currency and economic conditions, but In order that this conservative program 
shall be progressive the entire banhinx system of the United States will need tbe 
cooperation of the public. The Federal Reserve Board has been extremely 
patient with tbe public in the matter of extending loans to facilitate the pur- 
chase of Government Becurlties and in the estentlon of credit based thereon, 
Unce it did not begin to advance the discount rate until a year after the armistice 
was signed. The public, therefore, should not complain If the Federal Reserve 
Board further advances tbe discount rate In order to liquidate these outstanding 
obllgaUons. With a return to normal credit and currency conditions there will 
also come relief from the present high commodity prices. 
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OoLn BxanvK ABSOBsm bt Fidebai. Bankiho and Cdbrknot Stbteu. 
[Chart a. Table 6.] 

The total reserves of the Federal reserve banks differ from their total gold re- 
serves by an amount of about $60,000,000 to $60,000,000 composed of l^ai tender 
notes, silver, etc. The Federal reserve act requires the Federal Reserve Board to 
hold total reserves against net de[Htslt liabilities of the Federal retierve banks in 
tbe amonnt of S5 per cent. When tbe net deposit liability exceeds the amount of 
legal tender notes, silver, etc.. It is obvious thnt the balance of tlie total reserve Is 
exclusively gold, which the Federal reserve act requires shall be held to the 
extnit of 40 per cent of the total Federal reserve note liability. 

On November 24, 1916, the total reserves of the Federal reserve banks 
amODated to $710,475,000. and on November 30, 1917, to $1,676,211,000. an 
Increase of $966,786,000, or 132.1 per cent, while the combined net deposit and 
the note liabilities increased on these dates, respectively, from $860,576,000 to 
amount of $1,791,910,000, or 208,2 per cent. The percentage 
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of reserves actually held against combined net deposit and note liabilities on 
November 24, 1916, was 83.6, while the amount required tinder the law was 36.4, 
leaving a pwcentage ol surplus reserve of 47.2. On November 80, 1917, the 




reserve percentage actually held was 68^, the percentage required 87, and the 
percentage of nirplus reserve 26.2. which is but a little more tban half of the 
reserve percentage of tbe year before. 
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On November 20, 1918, th« tot&l reaer^-es were $2,120,371,000, bo increase of 
t444J60,000 from November 30, 1917, or 26^ per cent On this date Che com- 
bined net deposit and Federal reserve note liabilities totaled (4,236,959,000 sbow- 
ing an Increase for tbe year of 11,584,404,000, or 66.7 per cent. Tbis rate of 
expansion In tbe combined net deposit and Federal reserve note llabllitleB, 
whlcb bas alreodj' beMi abown to l>e due largely to the expaoehm In tbe voinme 
of Federal reserve notes emitted, was more than twice as great aa the rate of 
increase In the reserves, which had tbe effect of reducing the reserve percentaEe 
from 6Si on November 30, 1917, to SO per cent on Novemijer 29, 1918, with 38 per 
cent required by law and a surplus reserve of 12 per cent, 

Ou November 28, 1919, a little over a year after tbe amilatlce was itlgned, the- 
total reserve had Incn-ased to $2,159,066,000, an amount of $39;i95,000. or 1.9 
per cent, while the combined net deposit and Federal Reserve note liabilities 
hod Increased to $4,741,676,000, an amount of $604,717,000, or ll.J per cent. 
Here again the Increase in the net deposit and Federal reserve note liabilities,, 
an amount In excess of twelve times the Increase made In the total reserves, had 
the effect of forcing a still further decline In the reserve percentage to 45.5,. 
leaving a surplus reserve of 7.5 per cent. 

Notwithstanding the tremendous Increase In tbe gold reserve of the Federat 
reserve banks. $1,897,196,000 being recorded between November 27. 1914, and 
November 28, 1919, the expansion in the oomblned net deposit snd Federal re- 
serve note liabilities during tlie same period amounted to $4,489,708,000. This-. 
Illustrates how rapidly the new gold which came Into the country by excess 
Importation was completely absorbed by our Federal banking and currency 
!^em. 

Dnring the month from November 28 to December 26. 1919. tbe total reserves. 
sutTered a loss of $24,130,000, while the combined net deposit and Federal reserve- 
note liabilities expanded $20,460,000. As a result, the reserve percentage actually 
held on December 26. 1919. declined to 44.8, a margin above ttke percentage re- 
quired by law of but 6.8 per cent, smaller than conservative bankers would like 
to see It. 

Theoretically we possess the gold which tins swollen our gold reserves so ex- 
tensively this past four years, but practically we became only the custodian of It 
while Europe was at arms, and hence we are morally obligated to return It to- 
the channels of International circulation. It is aiqiarent that this can be accom- 
plished only by a deflation in our own note clrculRtlon, thereby releasing the gold 
for export, and by protecting the monetary gold stock from depletion by other- 
than monetsr; uses. 
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-DNITKn STATES EXFOKTB AND lUFOBTB OF 00U> BT FIKAL YEAM. 



The United States had Imported gold in the amount of $1,114,350,161 In excess 
of the exports during the three years ending June 80, 1917. Since our entrance 
Into the war the flow of gold out of tbe country has been continuously In excess 
of tbe amount coming In, so that for the fiscal year ending June 30, 1918, tbe 
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gold balance against the United States was 966,488,741 ; for the fiscal Tear ending 
June 80, ldl», $54,211,802 ; and lor tbe first balf of tlie fiscal year 191^20, ending 
December 31, 1919, the amonnt was $245,046,818, making a total dtaln npon our 
gold reseryeB of $865,697,861. 
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It Will be obBeired tLat the amount of gold shipped out of the country In tbe 
last six mouths since tbe embargo on tbe exportation was lifted In excess of 
that comiag In Is over twice tbe gold balance against the United States for the 
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two prevloiis flscal Tears. The gold belBDce In favor of tbe United States on 
Jane 30, 1917. wblch amounted to $1,114,859,101, bad, therefore, been redaced 
to ST49,6ei,800 on December 81, IfllB, or 82.8 per cent 
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miTED STATES EXPOSTS A 



B lUPOBTS OF OOLO BT CAIXIfDAB YXABB. 



[Chut TA, l^ble TA.) 

While the flscnl year periods presented above coincide almost precisely witk 
the commeaoement of the European war, our entrance Into the war, and the re- 
moval of Qie war embargo on the exportation of gold, the caleDdar year exports 
and imports of gold arc essential In determining their influence upon the gold 
stock of the United States, the dota for which were previously presented on the 
cslendar-year baBls. 

In the calendar year 1914,. the exports of gold from the United States ex- 
ceeded the imports by |lB5,228,41o, an amount which was paid In settlement Of 
our adverse trade balance. In 1919, however, the imports exceeded exports by 
1420,528,672, indicating that the period of American security Uquidatiou had 
ceased and that Europe was forced to pay gold in settlement of the adverse 
trade balance arising from her war reqnlrem^its. 

Gold Importation reached the high point in the calendar year 1916, at $685,- 
990,234, with exports of *1 [15,792 ,927, leaving a balance in favor of the United 
States of $530,197,807. From this, the gold balance In our favor declined to 
$180,570,490 in 1917 and to $20,972,930 In 1918. For the calendar year 1919, 
free from war activities and the gold embargo, $368,144,545 of gold was exported 
and $76,534,046 was imported, leaving a loss by excess exportation of $291,610,- 
499. The gold exports for 1919 exceeded the exports of $41,069^18 In 1918 by 
$327,074,727. or nearly 800 per cent. 

To summarize the entire period of the last six calendar years. It will be found 
that the United States Increased her gold reserve for the years 1915, 1916, 1917, 
and 1918 by a total of $1,152,269399, while during the years 1914 and 1919 the 
gold balance against us was $456,838,914, leaving $695,430,485 as the net gain 
for the entire period. The loss by excess exportation for 1914 and 1919 
amounted to S9.6 per cent of the gain made during 1915, 1916, 1917, and 1918, 
and indicates to wtiat extent our gold reserve has vanished. 

ALLOCATION BV COUNTBIKS. 

According to a statement of the Federal Reserve Board, most of the 1919 Im- 
ports came from Canada and Hongkong, while the gold exported went to Japan, 
$94,114,180; Hongkong. $40,045,266; China, $39,109,769: BrlUsh India, $34,300,- 
660; Argentina, $56,560,000; and Spain, $29,778,000. Including gold that was 
shipped to other countries in the Far East, about 80 per cent of the total gold 
exported went to oriental countries credited with the habit of hoarding the 
precious metals, thereby withdrawing them from monetary use. Now that the 
monetary gold reserve of the world Is under so severe a strain In meeting the 
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financial requirements Imposed upon It. It would seem advisable to sena as nine 
gold UB possible to sucb countries. This niay best be BCCompUahed by restiictlDg 
our Imports from the Ot'Ient to the amount of goods they purchase from us. 

The German Governuient made a payment during the year of some S1T2,000.- 
000 In gold for foodstuffs tiought In the United States, the deposit for which was- 
arranged by the Federal Reserve Board In London, thus saving the cost of 
transportation. This deposit had been reduced by sales to {134,320,000 on De- 
cember 2S, 1016, BD amount wblch, deducted from 9201,610,409, leaTea 91S7,200,> 
499 88 the net loss of gold during 1919 by exportation. 
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Chabt TA, Tuu TA.— Gold exports and imports of the Catted atatoL ealendar twm- 
1B11-I919. 

IHTXIUIATIOnAI. TBADE DEHANDS COHnNXTED OOUI EXFOBTB. 

NotwltlistaudlDg the heavy trade balances which have been In our favor, wa- 
not only have not been receiving gold but have been obliged to provide credit in 
order to make sales. This condition probably will continue, because of tbe lim- 
ited gold reserves of the countries with whom we are transacting business, and: 
Indicates that the exportation of gold next year will probably even more greatly 
exceed the Importation of gold. It should be noted Chat our gold reserve, evea 
though It has become so completely absorbed by the financial system In meeting 
the obligations of war and reconstruction. Is swollen beyond its normal limits.- 
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It la evidently In oar interest eradually to return as much as po»ible of the 
gold we BO recentlj' acquired to the countries from whence ft came, In order that 
"by thus strengthening their domestic financial position It will reduce the present 
excesalve depreciation of their exchanges. The exchanges of European conntries 
are now BO depreciatedthat our export business is threatened, and this neces- 
sarily Imposes upon us the responsibility, from a business standpoint, of further 
releasing gold and goods and of being ctmtent to extend credit until the indus- 
tries of those countries are able to tKtlance the trade equation In terms of goods. 
The United States to-day owns approximately one-third of the monetary gold 
reserve of all nations and la expected to sustain the credit structure of the 
world. The depletion of our monetary gold reserve, either by excessive use In 
manufacturing or by the curtailment of production, neceBsarily will limit that 
commerclDl Gupremacy to which the TJnlted States Is entitled by virtue of ItB 
natural resources, business sagacity, and Industrial efficiency. If we expect to 
maintain our present supremacy, the production of new gold most not be al- 
lowed to continue to decline- 
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OOLD PBOOUCTIOH Or THB WOBIA. 

[Charts, 'Ttble 8] 

The gold production of the world reached its high point In 1916 at |468.- 
flO0,00O, from which It had declined to $381,000,000 1u 1918, a loss of $88,000,000, 
or 18.8 per cent. During the Bome period the gold production of the British 
Empire declined from «2a0.000.000 to $249,000,000, a loss of $50,000,000, or 16.7 
per cent ; while the United States' production of $101,000,000 in 1915 declined 
to $69,000,000 in 1018, a loss of $32,000,000. or 31,7 per cent ; and the prodncOon 
of all other countries declined from $69,000,000 to $03,000,000, a loss of $6,- 
<W0.O0O, or 8.7 per cent 

These facts demonstrate that the decline In the gold production of tbe United 
States for these three years has been atmut twice as great proportionately as 
that of the British Empire and nearly four times as great as the. decline In the 
combined gold production of Russia, South and Central America, Mexico, and 
ail other countries. This denotes the extreme economic pressure to which the 
gold-mining industry of the United States was subjected on account of tbe ex- 
isting international situation and reflects the volume and rapidity of the finan- 
cial mobilization of the United States upon entering the war. The effect was 
much more acute here than It was in some other countries that had felt tbe 
pressure from the beginning In 1914. 

The Ruenian gold production for lOlS was $26,000,000 and in 191S $12,000,000, 
a drop of $14,000,000, or 53.8 per cent, which indicates more eloquently than 
anything else the effects of bolshevism. The South and Central American 
States show a decline over this same period of from $17,000,000 to $16,000,000. 
Notwithstanding the fact tiiat much of the gold In these countries la produced 
as a by-product recovered from the production of copper ores (the production 
OF which no doubt was stimulated during the war period), it la evident that 
the mines producing gold as a chief product must have l)een affected by the 
serious economic strain which has been prevalent throughout the world. 

The Mexican crisis In gold production occurred In 1015 and happened to 
coincide wltli the year in which the high point oC the world's gold production 
took place, evidencing the chaos In which tbe Mexican Government found Itself 
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at the be^oing of the revolntion. The production was a little aver 96,000,000 
In 1916, and Id three yean It had Increased to neatly «17,000,000, a gain la 
output of 183 per cent The 1918 production la stUl $7,000,000 under that 
of 1912. 

iBiB PBODvcmon. 
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CHAkT 8, Takm S. — Qold pTOducUon ol the world, raleodar rears 1912-1918. 

losa ror 1919, the total amount of the decline In the world's gold production 
for the past four years was 1119,000,000, or 25.4 per rent. Of this total loss for 
1619 of (31,000,000, $18,000,000 may be allocated to the British Empire and $10,- 
000,000 to the United Statca, the rcniHining $3,000,000 being the anticipated loss 
In production for the gold mines of other countries. The loss In British pro- 
duction probnbly would be still greater were it not for the fact that Great 
Britain released the gold producers from all restrictions with reference to tbe 
Bflle of gold, which had been In edect during the war period, thus permitting 
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prodocera to dl^Kise of tlielr gold at a premium in tbe London market Ttds 
has enabled tbe Britlsb Kotd producer to benefit by a premium of some 16 to 
3S per cent baaed upon the d^redatlon of exchange since Jnly, when the re- 
strictions were r^noved. 

GOLD UAKKKTB AND PHEMIUUS. 

It was anticipated that British gold would be sold [n this market and 1>indon 
exchange purchased, but an analysis of the Imports of gold Into this country 
does not Indicate tliat any amount of newly produced gold has been sold here, 
Porthermore. we have sold for eiport to Europe for manufacturing purposes 
during 1919 gold bulUon In excess of $14,500,000, which Is Indicative of the hl^ 
premlnm paid in London and Paris for tbe metal. It Is evident that with tbe 
BuRHiean exchange so greatly depredated the gold market in tbe United States 
ts not free to the European buyer. The manufacturing Jeweler In Paris would 
have to pay some 100 per cent premium for the metal purchased In this market, 
plus the cost of freight and Insurance. That the Jewelry trade of Europe can 
afford to pay such high premiums for metal bought In the United States is proof 
that Eur(q)ean countries are aafeguarding their monetary gold reserves from 
depletion by Industrial use. The gold market of the United States Is free only 
to the consumers of gold In tbe United States and other countries whose ex- 
cbange Is not below par with the dollar. The American gold producer can not, 
of course, take advantage of this premium, for the reason tliat lie does not 
obtatin his supplies either In Great Britain or France, and, therefore, can not 
use British or French exchange. 

While the British gold producer will feel the beneficial effect of this premlnm. 
It must be considered unsatisfactory as a permanent tiasls for the stimulation 
of production, l>ecauBe it varies to such an extent with every flnctuatlon In 
excbange. 

Table 8, Chabt 8. — Gold production of the icorld, calendar yean 19IS-I918. 
[GanpOe* utd oomputad ftom Colted StMo Klat npcrta.] 




[Chart e, Table ».l 

The gold production uf tbe United States n-nchcd its high point in 1&15, at 
$101,000,000, from which It had declined to $.58,500,000 in 1919, In accordance 
with an estimate Just published Jointly by the United States Geological Survey 
and tbe United States Mint, n Iokb of $42,IWO,(IOO, or 42.1 per cent. 



•60 PROTECTION OF THE GOLD BESEB\"E. 

Thla estimate allocates the gold production for 1919 by States. In the order 
of their percentage of decline we And that Nevada produced In 1919, $4,754,600, 
a loBS of |7,079J00 front the producUon of 1915, or 99.8 per cent: Colorado, 
19,736.400, a loss of $12,794,400. or 56.8 per cent; Montana. $2,461,700, a loas ot 
$2,516,600, or S0.5 per cent; Alaska. $9,036,300. a toss of $7,673,700, or 45.9 p«r 
cait; the gold production from all other States and poBeesslons of the United 
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Ciuitr 9. Tablb 9. — Oold production of tbe United States, calendar jekn 191S-1618. 

Stiit(^, $5,075,700, n loss of $4,800,400. or 45.8 t>er cent : Soutli nakotii. ?5,207,600, 
a loss of $2,135,900, or 28.S i>er cent : California, $17,380,000. a loss of $5,167,400, 
or 22.9 jier cent: and Arizona. $4,176,500. a loss of $379,400, or 8.3 ppr cent. 

The lilich iwrcentam* of loss in production of tlie States of Nevada, .Colorado, 
and Montnuii, Is due In part to the difficulty In olitulnhiB labor and also to the 
complpxly of ore Ireiitment, wlilch Involves tbe use of chemicals the price of 
whirh ban advanced rBpi<lly. In Alaska the high percentage of loss can be 
acctiuntcd for largely hy its reinotciii'ss from the Stntes, tnTolvIng traiisporta- 
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Hon dimcnlties, and also to the heavy drain that the war luade upon the labor 
resources of that Territory. In South Dakota, over 95 per cent of the gold 
prodactlon normally has been produced by the Hoiuestalce mine, which was 
forced to close down in September, and the heavy decline In the output is due 
largely to tbl9 fact A large proportion of the gold outpnt of California cornea 
from placer deposits, the recovery from which Involves less labor than from 
lode mining. Ijibor la not as diUlcult tn procure In California, because it is 
rapidly drawn from the Interior States to the seaboard for other industrial pur- 
poses. In a large measure these facts account for the comparatively lessened 
decline In the gold output of California. 

couPABison OF GOLD pRODUCTiOH ini8-ie. 

The gold production of the United States In 1S18 wax. lu round numbers, 
*68,l)O0,O00, the loss recorded In 1919 being slightly In excess of JlO.OOO.OOO, or 
14,6 per cent. This lar^e decline in the gold production for 1919 is evidence 
tbiit the economic pressure to which the gold-mining industry bad been sub- 
jected during the war has continued since the signing of the armistice. The 
inrreased cost of commodities and the advances In wages which have taken 
place during this past year have Increased the cost of producing the new gold 
ounce. 

The heaviest declines for 1S19 from the year previous were recorded in the 
States of Nevada— «l,tM5.840. or 29 per cent; Arizona, $1,406,500. or 25.1 per 
cent: Montana, $819,000. or 25 per cent; Colorado, $2,988,300, or 23.5 per cent; 
and South Dakota, $1,431,800. or 21.4 per cent. 

To the decline in the output of base metals for 1919 may be attributed the 
decline in the production of by-product gold, which contributed to a certain 
extent to the lessened production for that year. It la evident from this serious 
condition of the gold-mlnlog industry, as reflected In the reduction of nearly 
50 per cent of the output in a jieriod of four years, that rapid and heroic 
methods wlU have to be used In order to prevMit a still greater depletion of the 
industry during the year 1920. 



(Complied from United Sutea Oeologlcal Surref statlBtlcs.1 
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mrLVEKCK or econouic stbcss om cost of ooui pkoductiok. 



In 1912 the hypothetical quartz gold mine, which has been chosen as e 
example, yielded $12 per ton, and the total cost of production was $7 per to 
The cost of production per ounce was $11.70, and the profit $8.30 per ounc 
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The depreciating value ot the ore with depth, and the increased coat of produc- 
tion with depth, are factors frequently encountered In gold rolniDg, and both 
operate to Increase the cost of production regardless of any change ia the 




Chart 10, Tjiaut 10. 



economic conditions. As a consequence. In 1913 there has t)een assumetl a 
recovery of *11 per ton at a cost of $7.50 per ton. In this case there is a 
production cost per ounce of 318.60, and the net profit is J6.40 per ounce. For 
1914 there has been asijumed a recovery of SIO per ton and a coat of prodao 
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tiOQ of $8.50, nbicb combine to make a cost of $16 per ounce anil a net profit 
of $4 per onnce. 

At this time tbe management tealised that the company was rapidly approach- 
ing tbe economic limit, and, though operating on a 3,000-ton baHls per montb, 
decided to reduce the cost of production by increasing the output to 6,000 
tons per montb. In 1913, therefore, with a double output, there has been 
assumed a recovery of $9 per ton and a coat of production of $7 per ton, which 
indicates a reduction in the coat of recovery from the previous year of $1.60 
per ton and givea a cost of production of $16.60 per ounce, with a net profit of 
$4.40 per ounce. 
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From tliat time on it la necessary to consider the third component of economic 
pressure. Tbe sharp decline in the purchasing power of the dollar, both with 
reaped to labor and material, b^iaa to be felt This was attributable to the 
fact that the country was under a severe pressure to obtain war materials at a 
rapid rate, which forced ati expansion of credit and corresponding inflation of 
cnrrency. Ttiese factors combined to cause automatically a rise in commodity 
prices. The economic pressure became Intense In 1915, and in 1916 the cost 
to produce an ounce of gold was $17.60 end the net profit per ounce had fallen to 
$2.40. In that year the recovery was $8.50 per ton and tbe cost of production 
liad increased 50 cents, to $7.50 per ton. In 1017 tbe Bame amount of $8.50 per 
ton was recovered, but the total coat of production had risen 50 cents, making 
it $8 per ton, end the total cost per ounce was $18.80, leaving a profit of $1.20 
per ounce. In June, 1918, six months later, the total amount recovered was $8 
per ton, and the total cost of recovery was $10 per ton. provided the mine had 
continued operation. Many properties shut down at that time, which was wise 
bnislness poUcy. In June, 1918, there was, therefore, a total production cost of 
$25 per ounce of gold, which, it is apparent, would have made a net loss of $5 
per ounce. In December, 1918, six months later, the assumed recovery is $8 
per ton, and the cost of operation had risen to $12 per ton, an Increase of $2 
per ton over the cont In June. Had the mines continued to operate in December, 
1918, the cost of producing an onnce of gold would have been $30, or a net loss 
of $10 per ounce. With the Increased price of labor and commodities since 
December, 1918, the economic pressure to which tbe gold-mining Industry has 
been subjected has become still more Intense. 

I of production per 
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THX INCSEABED COST O 



Dt tho (Jnltad States nhlrh was recorded In 1815. 



In June, 1918. the gold producers of tbe United States reported the increased 
costs of tbe following list of supplies, which were averaged for the industry 
and are herewith presented. A more concrete conception of the increased cost 
of gold mining may be obtained from an examination of these facts : 
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Dred^ne supplies.- 

Mill supplies 

Powder 



General steel HO. 3 

Average Increased cost June, 1918 ■ 85 

The index price of all commodities has Increased since June, 1918, and there- 
fore allowance should be made for the increased cost of these BuppUes since that 
date, which would bring the average increase well over 100 per cent at the 
present time. 

The cost of supplies varies greatly. In accordance with the location of the 
mine, the Item of freight often entering into the cost aa one of the principal 
factors, particularly la the more remote districts of Alaska. For Uils reason 
the cost of gold production lo some of the more remotely located but Important 
districts far exceeds the average cost for the United States. Any constructive 
measure to maintain our normal gold production must be based upon the cost of 
production at our low-grade, lorge-tonnage mines, which In the aggregate Imve 
been such large producers of the metal 



The major portion of the gold output Is now coming ft-om extremely high- 
grade ores and placer depof-lta, the lower-grade operations having long since 
been shut down. These high-grade ore reserves are very limited in tonnage 
In lode mines and yardage In placer mines and are becoming rapidly depleted. 
Exploration work, which under normal conditions blocked out ore from two 
to three years in advance of mining and milting operations, has ceased, and 
the producer has been forced to limit exploration work to his Immediate needs 
of ore tonnage for the month. Many veins of medium to lower-grade ore have 
stringers of high-grade ore, usually on one of the walls. These high-grade 
stringers are being mined, leaving the remainder of the ore in the mine. It 
Is obvious that this method of mining Is very wasteful, as it costs more to mine 
narrow widths. Selective mining, further Involves much waste of ore mined, but 
which will not, under present conditions, pay to mill. The ore left In the mine Is 
of poorer grade than If the high-grade ore had been mined with it, and hence 
will have to bring n higher premium In order to make possihle the recovei? of 
Its gold content. Any constructive measures which may be adopted for the 
nialntfnance of the gold output of the United .States must be based ui)on the 
i'osis of recovering gold from our low-grsde deposits of large tMinage, from 
whlc;h has been derived so large a proportion of the gold output. 

Since so much capital Invested in the gold-mining Industry has already been 
deatroyeil, new capital can not he found to develop a gold mine under the pres- 
ent conditions. Without the encouragement of capital the activities of the 
prospector, which fundamentally underlie the maintenance of the entire mining 
industry, have been diverted from gold pr<mpecting Into other and more at- 
tractive channels. It will, therefore, be necessary to make the gold-mining lii- 
dnstry an attractive Investment in order that the prospector may be Induced to 
return to the work of discovering new gold deiioslts, which have been becoming 
less numenms during the past four years of economic stress. 



Once shut down, oil mines sutfdr great deterioration. Deep mines, with ex- 
tensive underground development, (til with water, the cost of removing which 
may be so great as lo cause thepermanMit abandonment of the property, although 
there may be considerable tonnage of excellent ore. which under ordinary condi- 
tions could profitably lie mined. Over short periods of time the timber rots, and 
since 1015 little retimberlng has been done, so that many gold mlnea are in a 
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daogerous condition from this neglect forced upon the operator by economic 
siress. Dredges nsed In placer mining can not be ahut down without &eav7 
dpptvctatlon. Moat nrnnufncturlng plants may be shut down and reopened 
trittiout suffering such heavy and sometimes prohibitive losses. In this regard 
the operation of a gold mine differs from that of any otlH>r Industrial operation. 
Duriufc the war the gold produrer was urged by the CJovermnent for patriotic 
ri'ssous to continue operations, as gold was considered a war necessity. Gold 
mine supplies were put on the preferred shipping list, and Congress passed an 
act to relieve the gold-mining Industry from the burden of the escess-proflts 
tas. Had It not been for the relief from this tax, the output for 1018 would 
have been very much less, but the effect has been more rapidly to exliaust the 
high-grade deposits, which have Iteen heavily drawn upon during the past four 
years. Many mines have been altogether shut down during the last three 
years; many others that have continued operations are doing so either without 
profit or at a loss. It is obvIoUs, therefore, that since no profits were made upon 
H'hich to. pay an excess-profits tax, the law relieving the producers of this 
necessity was inoperative and did not tend to stimulate production. 

GOLD CONSOUPTIQN IM UAKPFACTVBGS AND THE ABT8. 

[Chart 11. Table 11.] 

The consumption of gold In the arts shows a progressive Incrense from 
$31,476,001 In 1008 to $45,520,032 In 1014, an increase of $14,043,941, or about 
44.6 per cent. In the year 1S15, due to the uncertainty as to what responsibili- 
ties we would have to assume In the war and the general business lethargy, 
the gold ciinsuraed lu the trades declined some $18,000,000 to $37,820,027. At 
the beglnnlnE of 1916 gold began to flow rapidly into this country, together 
with a large volume of war orders, which stimulated the pulse of our entire 
ludnstry and made for generally' prosperous tinies. For 1016 and lOlT the gold 
sold for use In manufactures and the arts was $ol.061,18T and $52,915,641, 
respectively. 

On account of this tremendous Increase over 101.5 of some 36 per cent for each 
of those years, our financial authorities suspected that gold was t>elng hoarded, 
and. In 1918, which the Nation was confronted witli larce nud nnoertaln financial 
responsibilities, placed an embargo on gold and Issued restrictions with refer- 
ence to allocating gold to the trades. Had it not been for these reatrlctlona 
the consumption of gold In the trades In 1918 probably would have far ex- 
ceeded the amount of $52,409,740, alUiough this figure represents a decline 
of about $600,000 from tha previous year. 

iBiB TKASE coNSTTimTOir Kxc^cDa pboductioh. 

The actual sales of gold bars to the trades during the calendar year 1919, 
made by the New York, Philadelphia, San Francisco, and Denver offices of the 
United States Mint Service, totaled $76,837,600. This estimate does not Include 
$20,359,613 of old gold which was refim-d and rettimed for cousumpllcin In the 
manufactures and the arts during 1919 by the New Torb assay office alone. To 
this amount has been added $3,500,000 to allow for the gold coin used for manu- 
facturing purposes, thus making a total of $80387,600, an Increase of $27,027360, 
or 53.2 per cent over the 1018 trade consumption. For the first time In the 
history of the country gold was exi>orted to Europe for manufacturing purposes. 
Of the total sale of gold bars to the trades daring 1919, which amounted to 
$76337,600, $14,638,110 was exported for manufacturing purposes. The produc- 
tion of new gold durlnp 1010. iis reportml by the fnlted Statos Hint, was 
$59,488,800. an amount which failed to equal that consumed by the trades for 
manufacturing purposes by $21348.800, or 3T.4 per cent. In 1015, $63,215,673 
was the highest amount produced in excess of that consumed In the trades for 
the past decade, which amount has declined progressively until, la 1918, the 
surplus was but $16,236,960, due entirely to a decline In production, since the 
amounts of gold consumed In the trades are practically equal for the years 
1016, 1917, and 1918. This last year, however, due to a continued decline in 
the gold production, coupled nltb a atlll greater Increase In the consumption 
of gold In the arts, a shortage has occurred (or the first time In the history of 
the country. 
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Id the eTGDt that the coudltloiis which prodnced the economic preasure which 
was forced and will contlnae to force a decline In the gold ontpiit will, on the 
other band, be In favor of an' expansion In the Jewelry trade and the volume 
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*>t gold coDSumed tlierein, and that, therefore, with tbe same economic condi- 
tions contlDQloK througb 1920, tbe conaamptlon of gold In the arts probablr 
^11 be more rather than less than that of 1919. With the same consumption 
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COINAOE DESTBUOnOlt. 

Ever since 18%, the anm of $3,GO0.OO0 has been aUowed b; tbe Ualted States 
Mtnt to r^resent the United States gold coin deetroyed for manufacturlnf; pur- 
iwses. There la little question but that an exact canvasa of the aituatlon would 
ahow that thla amount haB been greatly exceeded In recent years. In the 
opinion of many familiar with the Jewelry bualnesB, the eatlmate of monetary 
destruction should not be placed at lees than 10 per cent of the actttal aalea, 
or approximately $8,000,000 for 1919, while othera are Inclined to believe tliat 
it may far exceed tbta flgure. Any excess above $3,500,000 to allow for the gold 
coin destroyed would have to be added to tbe esUmate of 180337,600 for 1919, 
In order to arrive at the total amount of gold consumed in manufactures and 
tbe arts. 

TRADES ITHD OOU) CHEAPO THAN LABOB. 

It is interesting to imow some of tbe reasons for this recent increase in tbe 
consumption of gold in the arts. 

1. The restrictlona allocating gold to the trades, which wer« in force during 
tbe war period, ivere removed, which made it possible for the jewelers to obtain 
an unlimited supply of gold for their use, at the prewar price of |2a67 per 

2. Tbe trend of the Jewelry business has been toward tbe larger producUon 
of machine-made Jewelry, which necessitates the use of very much heavier ma- 
terial to woric upon. 

3. The trade has been unable to keep pace with the rapidly Increasing demand 
for Jewelry, and never has the demand been so great for "decorative" dental 
wort. 

Tbe Jewelry trade, by installing machinery requiring heavier material to 
work upon, has, therefore, found it cheaper to substitute gold for labor. The 
gold producers have found that it has cost them more to produce the metal tlian 
they can obtain for It. These two statements confirm the same fact, but it Is 
obvious that the Jeweler could not allord to substitute gold for labor ao freely 
If he paid the present price of Its production. This condition is providing a 
profit to tbe manufacturer of gold to which he is not reasonably entitled, while 
the producer of gold sustains a corresponding loss, which he caB not continue 
to bear. In the interests of manufacturer and producer alike, the two sides 
of this equation must be equalized, and the excise and premium proposal seems 
the most direct and! least objectionable way to accomplish thla result 

Chart 11, Table 11.— GoM production of the United States and goli fumithed 
for tue in nmnu/ociurea and the arts, calendar veart 1908-1919. 
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maxaAnos or the okigoi t>r oou» as a basis roit kbtiuatiko futuhe declines.' 
[Chart 12, Table IS.l 

The average total United States mine prodnctlon of gold for tlie ileoade 1908- 
1817 was *92,4e7,5Bl. and for 1918, $66,182,130, a decline of «26,385,421, or 28.!> 
per cent. The average total nilne production of gold derived exclusively from 
fdlltKons ores for tbe decade was $61,189,760, and for 1918. $41.909,97.1, a decline 
of £19.280,087. or 81.5 per ceot. The average total production of ^Id from the 
washing of placer gravel for the decade was $23,331,756, and for lOlS, «15.6D9.- 
037. a decline of $7,686,119, or 82.8 per c«it. 

The total Dilne production of gold has continuously declined from ISIIS. while 
slight Increases were recorded !n the placer and by-product gold output for 1916 
and slight decreases In both of these sources for 1917. showing beyond questicHi 
that the decline for these two years was due entirely to the depreciated outpot 
from siliceous ore operations. This condition may be attributed to the cost Of 
tabor, which is a larger factor In the production of gold from slllceoUH ore than it 
is in the operation of placer deposits, and bjr-product gold would be produced 
regardless of the cost, as that is borne by the base metals contained. It is to be 
noted, however, that the plaeer-output decline for 1918 from the decade average 
is greater than the decline of the 1918 slllceous-ore output from the decade 
average. It Is difflcult to account for this In any other way than that labor Is 
very difficult to obtain and that the economic pressure has become so intense as 
to force the shutting down of placer oi>erations, and that from this time on we 
ntay look for a still greater curtailment of output from this source unless relief 
Is provided. 

BY-PBODfCT GOIJI INSUFFICIKST. 

The average total mine output of gold produced as a by-product from base ores 
for the decade 1008-1917 was $8,020,035. and for 1918, $8,556,820, an Increase of 
$530,785. or 6.6 i>er cent. This increase can readily be accounted for by the In- 
creased production of base ores during the war period. 

The production of by-product gold remains folrly constant and does not, as It 
vould be supposed, vary directly with un increase In the production of base 
metals. This Is due to the fact that the lai^e tonni^ee of extremely tow-grade 
ores which are being worked at the present time, and which have contributed so 
eiteislvely to Increase the base metal output, contain but InSnlteslmal quanti- 
ties of gold. By-product gold will never greatly Influence the total gold produc- 
tion of the United States. 

Gold derived from siliceous ores contributed 66.1 per cent; gold produced 
from the washing of placer gravel, 25.2 per cent ; end gold resnltlng as a by- 
product from the smelting of the base ores of copper, lead, and zinc but 8.7 
Iier cent of the total average mine production of gold for the decade 1908-1917. 
In 1918, due to the rapid decline In gold output of siliceous ores and from 
placer gravel, combined with a less rapid decline in the output of by-product 
Rold. ne find that siliceous ore gold supplied in that year only 68.3 per oeot; 
placer gravel gold. 23.7 per cent ; and by-product gold. 18.0 per cent of the 
total mine production. 

The year 1016 records the high point in tlie production of by-product gold 
at some $10,600,000, which coincides wiih a ret'ord production of copper In 
that year. The corresponding production In 191S was about $8,300,000. a 
(iecrense of $2,100,000, or approxlnmtel.v 20 per cent. In IBlft there was a 
decline in the base metal output, which Is reflected In the $10,000,000 reduc- 
tion In the gold production of the United Slates for that year. It Is conserva- 
tive to estimate that the production of by-product gold in the Onlted States 
for many years to come will not exceed $8,000,000, and that this would become 
the maximum gold output of the United Stales In the event thnt mining oiK^a- 
tlons dependent upon gold as the cliief source of value were forced to shut 



.. _, 411I11K from siliceous ^- .... 

, , , .. — a bf-prodDCt from tbe tnneltloc of bue ores. This Bcronnts tor tbe 

dUreranca ol tram two to tbree million doUan betwem tlie mlpe production and the total 
fold production of tbe United Stales. 
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uattstiXT KEsnvK TO fltrrncB hxavieb iabs in i>io. 

AMnuulDK that no relief Is given the indnatry and that the same economic 

preaanre 1b continuous for this year, It Is estimated that the gold prodnctlon 




Chabt 12, TiBL> l2.''Uiiit«d States mine prodacUon of gold In dollars, 
orlstn, calendar jeara 1908-1018. 



for 1920 wfll probably not cxc««d $40,000,000. composed of a Uberal estimate 
of by-product gold of $8,000,000, together with an output from siliceous ore 
and placet gravel of $32,000,000. 
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It Is evlilent that the condltloDS whlrh producMl the ecoDoinIc pressure which 
has forced and will contlnn^^ to fcirre a decline Id tlie Kold output, will, on Che 
other hand, be In favor of an pjtpanslon in the Jewelry trade ami the voluTiie 
of gold consumed thevein, and that, thei-efore, under the Biiiue economic condi- 
tions continuing through 1920. the consumption of sold In the arts probably 
nil! be more rather than less than that of 1S19 ($80,338,000). There was not 
sufficient newly produced ftold to satisfy the manufatnirliig and trade r»- 
nulrenients by 321,850,000 for 1B19, and this shortage will amount to about 
l«.000,000 for 1920. 

I'niesa satisfactory means are provided which will Insure the maintenance 
cif the normal gold production of the United States, the monetary (-old reserve 
will become more seriously depleted by this excess consumption In raanu- 
tactures and the arts. To maintain our domestic and International Qnanclat 
position the nionetary gold reserve should be protected elTectlvely from deple- 
tion by other than monetary uses. 
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PART 2. 

PROTECTION OF THE GOLD RESEKVE. 



CoUHiTTSii ON Wats and Means, 

Hcmas of Representatives, 
WaahinsUm, D. (7., Friday, May S8, 19W. 
The committee met at 10 o'clock a. m., Hon. Joseph W. Fordney 
(chairman) presiding. 

The Chairman. Mr. Lehlbflch, would you like to be heard on this 
McFadden bill? 

Mr. Lehlbach. I would like to be heard, and other gentlemen here 
also want to be heard. 

The Chairman. We will limit the hearing on the McFadden bill to 
one hour. 

8TATEMEHT OF HOK. FEEDEBJCK B. LEHLBACH, A HEPBESENT- 
ATIVE IS GOHGBESS FEOH THE STATE OF HEW JERSEY. 

Mr. tr£HXBACH. Mr. Chairman and gentlemen of the committee, 
before going into the merits of H. B. 13201, the situation with 
reference to this bill of those who are opposed to its consideration 
and enactment is this : We understood—not by reason of any official 
action of the committee, but nevertheless we received the impres- 
sion — that in view of the stress of the business before this committee 
and in view of the drawing to a close of the session, that the com- 
mittee would in all likelihood not give consideration to the measurts 
at the present time. 

The Chairman. What leads you to believe that? 

Mr, LiEHLBACH. Conversations I have had with members of the 
committee and, possibly- 

Mr. Garner. Past performances of the committee. I think your 
conclusion is correct. 

Mr. Leexbach. But we did receive this assurance, or at least I 
took it as an assurance, from the chairman and other members of the 
^ximmittee, that if this matter was to be given consideration, ample 
notice would be given to those in opposition to present their views 
on this bill. Now, as far as I know, the only notice that I received, 
although I was to be notified or thought I was to be notified, on be- 
lialf of my constituents, the great number of my constituents who 
were interested — ^I received notice informally over the telephone, 
from a member of the committee who knew personally I was inter- 
ested, that this hearing was to be held this morning. I received this 
notice some time in the afternoon yesterday. I wired certain people 
who I knew were interested, the national and executive officers of the 
jewelers' associations, and they hurriedly prepared and got here this 
morning. But, as far as I know, they are not in a position adec^uately 
and completely and thoroughly to go into an analysis of the bill and 
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show its probable effects, and ptesent their views in a manner which 
the subject justifies. 

Mr. Bacharach. May I interrupt youl The first notice that I 
received of this matter was yesterday, when I immediately called up 
your office. You are absolutely correct in your statement that the 
chairman was to notify you. 

Mr. Lehlbach. A bill of such wide-reaching import as this, that 
affects everybody that uses gold in the arts, for mechanical purposes 
as well as ornamental purposes, etc., ought not to be reported out by 
the committee without a reasonable and fair opportunity to those 
who are interested in the matter, in an exhaustive and thorough 
manner to oresent, for the consideration of the members of the com- 
mittee, their views. 

It seems to me, therefore, it is a very modest and reasonable 
request to make that the committee at the conclusion of this hearing 
deter any action on the matter until at some future date an oppor- 
tunity adequately to present the case on the part of those opposed 
to this hill IS afforded. 

The Chairman. Kindly tell us what you think about the bill. 

Mr. Lehlbach. I think it is a wonderful bill. We, I presume, 
are on a gold standard^ eveiy obligation of the Government is pay- 
able in gold or something that is the equivalent of gold. That is 
elementary. This is a. proposition that anybody who mines gold 
may present it to the Treasury of the United States and get for an 
ounce of that gold an ounce and a half of gold back. 

The Chaikman. That is not what the bill says. 

Mr. Lehlbach. The bill says there shall be paid $20.67 for an 
ounce of gold, which is the value of that gold when coined, and yon 
will get m addition to that $10, and that $10 is payable in gold. 
Hegets an ounce and a half of gold for an ounce. 

The Chairman. That is not what the bill says at all. It is only 
in the case it is used in the arts and manufacturers that ho gets it. 

Mr. Lehlbach. That is when he pa^s it ; it is not when he gets it. 

The Chahiman. The bill does not give an additional price for that 

fold unless that gold is used in the arts and manufactures, does it? 
f it is used for coinage, he gets no more for the goldt 

Mr. Lehiaach (reading) : 

That every person or corporation so producing newly iiunetl gold from any 
mine within the United States or its poBsesaions on anrt after May 1, 1920, auil 
who shnlJ deliver the some to the United States mint or Its nuthorlied Hgeodes 
as herein provltied shall be paid therefor the sum, aniuutit, or considerBtlon iia 
now provided hy existing law, and in addition thereto eliall be entitled to re- 
ceive on the certltlCBte Issued by the director of the mint as herein provided 
the additional sum of $10 for every ounce of fine gold so mined and delivered 
to the United States mint or its nuthorlzed agencies: Provided, That no gold 
bullion In any form whatever shall be liianed or delivered to such gold producer 
In payment of, or in exchange for, any such newly mined gold delivered as 
herein provided. 

The Chaikman. Bead the whole bill. 

Mr. Hawi^t. Is not this the situation, that unless some gold is 
used in the arts and the tax is paid on that gold this adiutionni 
$10 will not be paid! The money to be paid to the miner of gold 
must be derived from the tax on the gold ? 

Mr. Lehlbach. This does not put a limit on that. Section 4 says 
" From the gold premium fund and any other funds in the Treasury 
of the United States." 
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Mr. Hawley. I think if you will read the bill, you will find that 
is not correct. 

The Ckaibuan. It doe6 not apply to gold used in coinage; it only 
applies to gold used in the arts and manufactures, that is all. 

Mr. lizmAACH. That is the gold upon which the tax is placed. 
But how is it to be determined' 

The Chairman. You read the whole bill and you will find out. 

Mr. LdBHLBACH. It is a pity a bill is to be reported when those 
who have serious opposition to it have not had the opportunity 
between the time they received notice of the hearing and the time 
when they must present their views even to digest and analyze 
the bill. 

Mr. Garner. Did you give notice to the clerk and chairman of 
the committee you wanted to be heard when this matter was 
considered 1 

Mr. Lbhisach. I did. 

Mr. Garner. And you were not notified 1 

Mr. Lehlbaoh. I was notified by Mr. Bacharach. 

Mr. Garner. Were you notified by the clerk of the committee or 
the chairman t 

Mr. Lbhlbach. I was not. 

The Chairman. The chairman asked Mr. Bacharach to notify you 
and you are here. Now, what is the complaint about the notice! 

Mr. Lehlbach. The notice was not ample. 

Mr. Bacharach. I want to state this 

The Chaibhan. Just a minute. You have made your statement. 
You said you were not notified of this hearing this morning. 

Mr. Bacharach. I said Mr. Lehlbach and myself were to be 
notified. I had men who intended to come over here from Kew York 
when this bill was to be beard and I have not had an opportunity to 
get in touch with them. 

The Chairman. The gentleman here from Xew Jersey said I had 
agreed to notify them, and I guess I did overlook the matter. But 
there are so many of these requests, unless I have them in writing I 
am likely to forget. And I regret exceedingly if I have failed to 
notify anyone who wanted to be here, because tnere is no disposition 
on mv part not to notify anybody and everybody who wants to be 
heard, because we want to have a fair hearing. But we are occupy- 
ing time now which should be devoted to a discussion of the merits 
of the bill. 

Mr. Lehlbach. I do not intend to take any time in a discussion of 
the merits of the bill, except to suggest this : That' if by this bill the 
market value of gold is $30 an ounce and if this bill has any real effect, 
it would be — -you are coining that gold to be used as a circulating 
medium at $20 an ounce, and it would have the effect of still further 
cheapening your money, when that is what this whole world is suffer- 
ing irom — cheap money and high prices. You are attempting to 
increase what the world is already suffering from — cheap monej' — 
by still further depreciating the circulating medium. 

The Chairman. There were several people here on this bill, and 
this is what was stated by them. I am not stating my opinion about 
it, but those gentlemen who represent the gold-mining interests of 
the country pointed out that the production of gold in this country 
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fell, last ^ear, ir<an $101,000,000 to $58,600,000, because 42 per cent 
of the capital invested in the gold mines of the country is out of busi- 
ness, for the reason that the value of gold has not iocreased tUld it is 
the only commodity in the country that has not increased, while the 
cost of production has gone up in proportion to the cost of produc- 
tion of everything else in the country. Therefore, it was their opinion 
that the production of gold was diminishing, because of the fact 
there is no profit in the gold-mining business in this countrr; they 
are getting no more for their product to-day than they did before the 
war, although it is costing them twice as much to produce. 

Mr. Lbhlbach. Is not that the effect of economic laws that work 
automatically, and by attempting to correct evils under which we 
are suffering? The trouble is there is too much gold in comparison to 
the stuff people can use in the world to-day, and consequently prices 
are high and money is cheap. 

The Chairuan, 1 do not know of anybody who has too much crold. 
I do not know of any country in the world that has too much gold. 

Mr. Lehlbach. I think so. I think the world has too much gold 
in comparison with the production of everything else. 

The Chairman. The stenographer can not get your argument about 
this and mine at the same time, and if you will let me talk, I am 
trying to tell you why this bill is here. 

Mr. Lehlbach. I thought I was being heard, of course. 

The Chairman. They are of the opinion, that the gold is used in 
the arts and manufactures ; if an extra charge could be made for that 
it would open up more gold mines and they would produce more cold 
in this country, and there is so much needed in this country and all 
over the world. That is their argument. You did not hear their 
arguments; I did, and I am telling you what they say. 

Mr, Lehlbach, The answer is we would be better off if there was 
less gold in comparison with useful and consumable products. 

The Chaibman. That is your opinion? 

Mr. Lehlbach. That is my opinion. 

The Chaibman. That we would be better off with less gold in the 
country than we have t 

Mr. Lehlbach. In the world, in comparison with the stuff the 
world buys. 

Mr. Qarneh. In your district — you come from Maryland? 

Mr. Lehlbach. No, sir ; I come from New Jersey. 

Mr. Garner. If there is any kind of business up in New Jersey that 
is not prosperous^ou get up some scheme and bring it down here and 
have a hearing. What we are here for is to make business prosperous, 
whether it is mining or anything else, and if you have a business up 
in New Jersey that is not prosperous get up a bill and bring it here. 

Mr. Lehlbach. I have not discussed the merits of the bill, because 
I have not had an opportunity to analyze and study and compare it. 

The Chairman, jou spoke of the chairman not giving sufficient 
notice 

Mr. Lehlbach. I do ask this, and I hope the committee will 
give my request due consideration — that before action is taken by 
the committee on this bill an opportunity to those who are in oppo- 
sition to the bill to exhaustively and thoroughly present their oppo- 
sition be accorded. 

The Chairman. Your request will have consideration. 
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Mr. Rainby. We are going to do that if ve can. This is an im- 
portant question and we are anxious to finish it, if we have to stay 
here all summer, as far as I am concerned. Some of them, however, 
do not feel that way about it. 

Mr. Gbebn. There are some people, as you are doubtless aware, 
who think we are not really on a gold basis; that we are only nomi- 
nally on a gold basis. I have been a little inclined that way myself, 
and I have wondered if that was not the real trouble, that we had 
issued so much paper money that we had got off a gold basis. Have 
you ever given any consideration to that 4 

Mr. IjBhlbach. The inflation of the credit currency, etc., to which 
I presume the gentleman alludes, is nevertheless supposed to be based 
upon gold, ana when it is not it wUI blow up. If that suspicion be- 
comes a certainty in the minds of the people, why we will soon be on a 
gold basis. 

Mr. Rainbt. I wirfi you would come back again some day and 
scold the chairman some more ; he needs it. 

The CHAmHAN. I am getting considerable scolding at home and I 
do not care for it here. 

STAT£H£irr OF KBL SABBY C. L&BTEE, 07 KEW YORK, KEFBE- 

BEirtma the ^welebs' viaiLAjrcE coumtctee. 

Mr. Labter. We appreciate what Mr. Lehlbach has said in refer- 
ence to the short notice, and we understand the situation, Mr. Chair- 
man, and we are accepting it courteously. We won't take up much 
of your time. We have one or two important witnesses we want to 
trv to have heard. 

^n connection with this matter, we had thought that the letter from 
the Secretary of the Treasury to you, Mr. Chairman, under date of 
April 6, in which they express their opinion in reference to this bill 
and also the fact that the special committee appointed in reference to 
the investigation of gold, which made an exhaustive report under date 
of February, 1919, in which they stated it was therefore the judgment 
of this committee that no steps should be taken by the Government to 
stimulate or promote the production of gold, and this was indorsed 
by British authorities, that this question would not come up. 

Mr. Rainet. Who composed that committee? 

Mr. Larteb. The committee was composed of Mr. Albert Strauss, 
chairman of the Federal Reserve Board: Edwin F. Kay; Raymond T. 
Baker, Director of the Mint ; Emmet T. Doyle ; and Pope Yeatman. 
They made an exhaustive study of this question and reported ad- 
versely to any idea of the production of gold being stimulated. It is 
now months after the war, and business men, I think I am safe in 
saying, had hoped that the peak in taxes had been reached and there 
vould he less taxes instead of more. 

Mr. Rainet. That is a vain sort of hope. 

Mr. Laetbk. I am afraid so, in some cases. We think this bill is 
legally, financially, and commercially wrong. We do not propose to 
go into the details this morning, but we want to leave with you two 
important facts, and we have with us two graitlemen who are qualified 
to speak; one, Mr. Niemeyer, a member of the firm of Handy & Har- 
man, refiners and smelters, one of the largest concerns in the country. 
He simply wants to drive home or leave with you the thought about 
36504—21 6 
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some figures that are being used and that are misleading as to the 
actual amount of gold consumed in the arts and manufactures. The 
second ^gentlonan is Mr. Robert B. Steele, who has had the honor of 
appeanng before you before, as the gold and silver administrator^ 
during the war. He will take up another phase of this bill. 

STATEMENT OF HX. 0. S. RIEMETER, OF NEW YOBS CITT. 

Mr. iN'iEMETER. Various facts have been presented in reference to 
the production and consiunption of gold which, while they may be 
made honestly^ while they may be presented honestly, might be mis- 
leading. Various statements have been made quite generouslv to 
the e^ct that the consumption of gold is actually in excess ot the 
production. That has been a general statement. I should like to 
present the figures given by the Director of the Mint, the last authori- 
tative figures on this subject which are available, covering the ^ear 
1918. During that year the production of new gold in the United 
States was $68,646,700 in value. The new gold issued by the assay 
offices for consumption in the arts, presumably, was $29,392,395, or 
less than 43 per cent of the actual gold production. While the fig- 
ures presented by the director indicate that $52,409,740 worth of gold 
were supposedly used in the arts, of that amount $19,517,000 was what 
he chooses to call old material or reissued gold. For example, anyone 
in the refining or smelting business, or even a manufacturer of gold, 
finds it necessary to return to the assay offices considerable gold which 
he has worked into certain forms to be rehandled and rerefined. That 
is then charged by the assay office as against gold issued, of course, but 
it is used over and over again. It might be used a dozen times or more. 
And that amounted, as Xsay, to $19,517,000 during the year 1918, or a 
very considerable percentage of the total amount used. 

In addition there is a small matter — the coin destroyed by the 
Director of the Mint since the law passed in the year 1884. It has 
never been changed since that time. There was a time when the 
jewelry industry used quite a bit of gold, and the dental industry, as 
well as the optical industry, but they no longer use veir much coined 
gold. That figure is $3,500,000. But it is problematical as to whether 
that amount of gold coin actually finds its way into the arts and is 
actually consumed. 

I should like to refer a moment to the figures presented by the 
director covering the last 10 years, the period from 1909 to 1918Lin- 
clusive. The production during that period was $915,723,600. The 
new gold issued and supposedly used in the arts was $208,607,885, or 
slightly more than $20,000,000 per annum. The consumption in the 
arts during 1919 being $29,000,000 it would seem that the consump- 
tion was slightly more than $9,000,000 for that year in excess of the 
average for the 10-year period. And the proportion of the use of 
gold in the arts is certainly a very negligable quantity. 

The Chairman. If you will permit me to give you some figures that 
have been given to the committee on that line 

Mr. NiEMETZR. Yes, sir. 

The Chaikman. With the bill presented by Mr. McFadden, he sent 
some statistics here in which it is stated that in 1919 the gold sold 
by the United States Mint for consumption in manufactures and 
the arts was $76,837,600; usual estimated gold-coin destruction, 
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$3,500,000; total g^oldsold and coin destroyed for use in the manu- 
factures and arts, $80,337,600, or $21,848,000 greater than the pro- 
duction of gold in the country last year. 

Mr. NiEMETBR. Mr. Chairman, I can not, of course, comment on 
those figures, because they are not official. Those figures liave not 
been issued officially. It any one has those figures, they may be 
based on absolute facts — I can not deny but what they are — but 
they are not publicly available, because we have asked for the 1919 
figures and have been told they are not as yet available. 

The Chairman. Those are the figures given by Mr. McFadden the 
other day. 

Mr. NiEMETEK. Yes, sir. I can not say a word in reference to 
them, because they are not public property at the moment. 

The Chairman. I do not know whether they are official or not, 
but they were given to the committee and if those figures are correct 
it is a very startling situation. 

Mr. NiEMETER, The point I would make is a fact very often over- 
looked, and that is this vast sum of gold that is constantly being 
turned into the arts is considered new gold, usually ; whereas, as a 
matter of fact, $20,000,000 worth of gold, quite some item, is in the 
form of old gold, to be used over and over again and, therefore, 
^ould not be charged against the production of the new gold. 

Mr. Watson. What percentage of old gold is employed in the 
arts in comparison with the new gold ! 

Mr. NiEMETER. As $30,000,000 is to $52,000,000. I beg your par- 
don ; that is not correct The old gold was $20,000,000 and the total 
consumption was $52,000,000. 

Mr. Watson. $30,000,000 of old gold is turned back in the arts? 

Mr. NiBMETBR. $20,000,000. 

Mr. Green. About two-fifths of the gold used in the arts, then, 
according to your computation, is old gold } 

Mr. NiEMETER. According to the Director of the Mint's computa- 
tion, if you please, because those are authoritative figures I am 
quoting. You will find them right here in the Director of the Mint's 
report. 

The Chaishan. The gentleman did not give as part of these 
figures this gold reused; he states that the $76,000,000 is gold sold 
by the mints for the arts and manufactures. 

Mr. NiEMETER. Yes, sir. 

Mr. Watson. Do you know the percentage of loss in melting old 
gold? For instance, you take 100 ounces of old jewelry to the mint 
and you receive a certificate ; when you return for your gold, what 
percentage is lost? 

Mr. NiEMETEH. Our customers very often ask that question. Being 
refiners, we find it is rather difficult to answer. You can not make 
a blanket statement to cover that point, because the character of 
the material has a great deal to do with it. Much of it goes up the 
chimney, much is lost on the floor and swept out. There is no way 
you can tell how much the actual gold loss would be in the manu- 
facturing processes. But the fact remains that the gold is actually 
not lost; no matter in what form it is used, the great majority of it 
SHU remains with us in some form or another as part of the wealth 
of our Nation. I would like to have you gentlemen bear that in 
mind, that the gold can be reconverted in most cases and it is not 
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actually destroyed. A part of it may be, but the greater portion of 
it remains part of our wealth. 

Mr. Greex. Hnve you any estimate as to how much is used in 
dentistry J 

Mr. NisHETER. Xo ; I do not think I would care to touch on that 
point, because I am not familiar enough with the actual peiventa^. 

Mr. Hawlet. Proponents of the bill state that this is a commodity 
the value of which is not dependent upon the ordinary rules of sup- 
>ly and demand, as it is the monetary standard of the country and 
as a fixed price. 

Mr. NiEMEYZR. Yes, sir. 

Mr, Hawi^t. They complain that the price they receive for their 
output bears no determinant relation from time to time with the 
cost of producing the material. 

Mr. NiEMETER, Yes, sir. 

Mr. Hawlet. And they are asking that the legislation be enacted 
so that those who use the material for manufacturing purposes 
should pay the cost of the raw product that they use. 

Mr. NiEMETER. Yes, sir. 

Mr. Hawi^t. I would like to have you comment on that. Are 
the men who are manufacturing gold into jewelry or any other sal- 
able commoditv paying approximately the cost of production of the 
raw material that they use in manufacture J 

Mr. N'lEHETER. If .the gentleman will permit, a man much more 
able to talk on that subject will address you on the question of a 
subsidy. 

Mr. Haivxet. If some one in your behalf would comment on that 
I would be glad to hear it. 

Mr. Labter. There is just one- point of Mr. Niemeyer's testimony 
I would like to drive home — ^that the figures quoted as lo the amount 
of gold used in the arts is not all new gold. A large percentage is 
remelted, old gold, sent to the assay office. Please bear that in 
mind. 

The Chairman. Can you give the committee that percentajge? 

Mr. Larter. The only available figures from the assay office are 
for 1918. You have some figures on 1910 that we have not been 
able to get, because thev are not published. The available figures 
show in the year 1918 there was $52,000,000 of gold issued by the 
assav office, and $19,000,000 of that was old gold, remelted. 

M'r. TiMBEKi^KE. Why is it that vou have not the 1919 figures t 
Ha^e you made any effort to secure them ? 

Mr. Larter. Oh, yes; but the Director of the Mint has not been 
able to compile them. Usually they are issued in July. 

Mr. TiMBERLAKE. I Understand they are here in the room and 
have been available for some time and that there is a party who will 
be able to furnish those exactly to the committee. And I wondered 
why you had not been able to secure them. 

Sir. NiEMETER. We asked for them, but have not received them. 

Mr. TiMBERLAKE. They are in the room and there will be a party 
who will present them, so I am informed. 

Mr. Larter. We would like very much to get them. 

Mr- NiEMETER. Just One point: It has further been stated that 
the large amount of old gold that has been reused or reworked during 
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the past few yeEtrs is largely due to the fact that because of patriotic 
reasons the people gave up their gold jewelry and contributed large 
amounts. I venture to say that out of the eighteen or nineteen mil- 
lions in 1918 a very negligible amount was received from those 
sources. 

The Chairman, Permit me to say I was in error a while apo when 
I said that the production of gold has decreased from $101,000,000 to 
$.18,000,000 in one year. I was in error. It was from 1915 the pro- 
duction of gold was $101,000,000. and in 1919 it was $58,000,000. 
Those figures apparently are official, because in this statement Mr. 
McFadden gives the total amount of gold in the world, the produc- 
tiou per year, and the amount used in the arts and for coinage; a com- 
plete statement. He gives a long list of figures and gives the rates, 
ao that they must be official. 

Mr. NiEMEYBR. I can not doubt that statement. I believe I made 
that statement before, but that they were not available to us and 
have not been up to the present time. 

Mr, Mabtin. Mr. McFadden is in the room and why not let him 
state it right now? 

The Chairman. We will ask him, " Total United States gold stock. 
May 1, 1919," etc.: Are these figures official? 

Air. McFadden, I think they are, and what I was going to suggest 
to you now, for the benefit of the committee, is that Mr. Lawrie has 
the official figures here ; and I think, inasmuch as those figures have 
been questioned, that you gentlemen should have the official figures 
now. And I am going to ask to call upon Mr. Lawrie to give you the 
official figures. 

Mr, Larteb. We do not want to be misunderstood. We are not 

Questioning the figures. We want to raise the point, which I think 
Ir. Lawrie has not got — we could not get them — the amount of old 
gold the assay office took in and reissued in 1919. 
The Chairman. You say it is $19,000,000. 

Mr. NiEMBTER. In 1918. All the figures eiven are for 1918; the 
calendar year 1918 are the figures I have used— the last report issued 
by the Director of the Mint, which usually is issued in Jime. 

ADDITIONAL SIATEHEITT OF MB. H. IT. LAWBIE, ECONOHIST 
AH£SIGAK VaSISa COHOBESS. 

Mr. LAWBrB. I just want to put this ofiicisl data in the record 
which these gentlemen claim is so difficult to obtain, because I have 
had no difficulty in obtaining it whatever. The assay office in New 
York is very conveniently situated to the jewelers and those in charge 
are veiT accommodating in giving out this data. I have a letter here 
signed "by the acting superintendent of the New York assay office, 
under date of January 9. 

The Chairman. Of this year? 

Mr. Lawrie. January 9, 1920, in which he states : 

In compliance with request or jour letter of the Stli Instant, I am forwnnlliiB 
you the amount of gold bars exchanged for gold coin during the cnlcndar year 
1910: 

Domertlc »59, 811, 501. 65 

Export 14, 688, 118. 47 
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That does not include the gold that was refined by the New York 
assay office. I have a statement here from the same gentleman in 
the United States office in New York that during the calendar year 
lftl9 $20,359,612.77 was paid in gold bars on warrants for the renoed 
old gold that was sent to them for refining, which has to be taken as 
an additional amoiint to the amount already stated in the letter from 
the assay oiRce. 

There are three other offices that disburse gold in this way to the 
arts and trades. 1 have a letter here from the Philadelphia assay 
oSice, dated January 2, 1920, signed by the Acting Superintendent of 
the United States Mint at Philadelphia : 

Replying to you letter of Deeember 29, I b^ to soy that tbis mint dl4)ursed 
fine gold during ttie calendar year 191B as follows: 

Exchanged for gold coin fl, 334, 5S0. 88 

Paid fine gold for gold contained In deposits 871. S45. 88 



Making a total of 2, 055, 896. 56 

Now, from the Denver office I have this telegram : 

Value gold bars Issued for use In arts and manufactures Inst year, fS0,026.35. 

That telegram is dated January 2, 1920. Now, the Director of the 
Mint, at my request, wired the Son Francisco office and they reported, 
and it was reported back to me. The ofhcial telegram is in the office 
of the director. The amount disposed of by that office during the 
calendar year 1919, was $373,031 gold bars exchanged for gold coin. 

Mr. Steele, I would like to ask Mr. Lawrie if ne is prepared to 
state if those amounts which he states were given out in exchange for 
gold coin in Sew York and San Francisco were for use in the arts? 

Mr. Lawhie. That is the opinion expressed by those who made the 
sales. 

Mr. Steele. Officially? 

Mr. Lawrib, That is what they write us. 

Mr, Steele. I do not think it is official. 

Mr. Lawrie. I say that is the opinion they have expressed. 

Mr. Steele. I do not think it is official, because I will say from 
my knowledge of the amount of gold used in the arts I know those 
figures are preposterous; they are out of all reason. And the amount 
of old gold involved in those figures is a very large proportion. I 
think the only statement that you read showing the amount of old 
gold or reworked gold turned out by any of those Government 
depositaries was from the Philadelphia Mint. It amounted not to 
40 per cent, but it amounted practically to 50 per cent — being $650,000, 
I think, out of $1,300,000 of the gold reported sold. 

Mr. Lawrie, What have you to say as to this figure they report 
at the New York assay office of $20,359,612 exchanged for old gold 
refined on warrants. What have you to say of that figure, Mr. 
Steele? 

Mr. Steele, I think that is under, probably, the percentage I 
would expect ; I do not know. 

Mr. Lawrie. That is in excess of these other sales that have been 
made in exchange for gold coin. 

Mr, Steele. I would like to explain that when gold is withdrawn 
from the New York assay office, the destination of that gold is 
always very carefully sought. The people who withdraw the gold 
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there are asked particularly where that gold is going to or for what 
it is to be used. They ask whether that gold is going to be for ex- 
port j if so, for what country and who are carrying on the transac- 
tion ; whether it is going into the arts or for what purpose it is goinfr 
to he used. That has been done always for a number of years. And 
I can not believe the figures Mr. Lawrie quotes do not include a large 
amount.of gold for reworking and for export. 

The Chairman, Mr. Lawrie, those figures you claim are official) 

Mr, Lawrie. These figures are over the signatures of the gentlemen 
who made the sales at those various offices. 

Mr. Frear. And do they make a statement in regard to the old 
gold to which you refer! 

Mr. Lawrie. Yes ; they make a statement as to the old gold refined. 

Mr. Freab. Have you read that statement? 

Mr. Lawrie. The New York assay office returned and refined 
$20,359,612 ; upon warrants for the old gold turned in by them dur- 
ing the calendar year 1919, and that that was not included in the 
figures of gold bars exchanged for gold coin or certificates sold from 
that office during that calendar year. This is a situation that you can 
not point to the figures in past years ; it is a situation that has grown 
very rapidly. The data must necessarily be brought up to the minute 
in order to.get the facts pertinent to this subject. 

Mr. Larter, We inquired where we thought was the proper place, 
to the Director of the Mint, for ail those statistics in 1919, and when 
we inquired we could not get them. We would like to ask the privi- 
lege of getting the figures so as to present them to you in this hearing. 

The Chairman. We would be glad to have any information you 
can gi'^e ua on the subject. 

STAT^IENT OF MS. BOBERT B. ST£EI£, OF HEW YOBX, K. Y. 

Mr. Steele. I am a manufacturer of platinum jewelry. 

Mr. Gr£en. That is a class the members of the committee are not 
very much acquainted with, 

Mr. Steele. Some of them know it pretty well. 

The Chairman. Mr. Steele, we will be glad to hear what you have 
to say on this matter, 

Mr. Steele. This question of the stimulation of gold production is 
not a new one ; it was the firstproblem that was brought to my atten- 
tion when I was called to Washington during the war and when 
the situation was so very bad that it was necessary to restrict the 
use of gold by the arts, in view of the domestic and international 
situation. They not only had to restrict the use of gold by the arts 
but, as you all know, there was a stringent ruling against exports 
except under very careful supervision of the Federal Keserve Board. 

At times when this question of gold legislation has come up, I 
have had the privilege of knowing the attitude of the Federal Reserve 
Board and of the Treasury toward proposed gold legislation, and 
their attitude has been a very consistent one and one that they have 
adhered to very strongly up to the present time. And I think that 
you will find their attitude is the same now as it was during the war, 
with this difference, that whereas then the situation was considered 
to be very bad, to the extent that exports were forbidden and the 
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restrictions on the use of the metal were very severe, even aiming at 
the complete cuttti^ out of the industries from any use of gold, to-day 
tiie same dnsncial authorities do not fed it necessary to eiuier restrict 
•zports or to restrict the use of firold in the arts. 

Their feeling was this, I think, at the time this report was made 
of the committee that was read to you : I remember Mr. Strauss 
making the statement to me tliat inasmuch as gold is the basi^ of the 
value of everything on the face of the earth, inasmuch as most of the 
civilized nations of the world are on a gold basis or on a gold stand- 
ard, that he could not conceive (while he admitted and the others of 
the officials admitted that it was hard luck for the gold miners that 
the cost of their supplies and of their labor mftde it less profitable to 
mine gold) and the others agreed with him, how you could make one 
horse into two horses. In other words, he could not conceive bow it 
was possible for any nation to advance the value of gold, which was 
the unit—which was the basis of the unit of value. 

Also, I think it was felt that the economic truth was there, that if 
Tou increased the value of the unit on which all other values are 
based you would necessarily and automatically increase the value of 
ail the other things in the world whose values were based upon that 
unit of value. 

I do not want to repeat, but I think that is the crux and the founda- 
tion stone of all gold legislation. 

The Chairman. Mr. Steele, I do not want to interrupt you, but I 
want this point brought out: Those gentlemen who are in the gold- 
mining business who were here have pointed out that the cost of their 
production since 1915 has gone up 85 per cent, while their product 
has not at all increased in value. Sow, you, as a jewelry manufac- 
turer, if your cost of production had increased 85 per cent to you, if 
you could get no more for your product it would leave you in a rather 
chaotic condition, would it notf 

Mr. Steele. Yes. 

The Chairman. So, if those statements are correct, the gold-mining 
interests of the country are in a bad financial condition, unless before 
1915 their profits were excessive? 

Mr. Stbkle. I think, Mr. Chairman, you have hit upon a point 
in the matter which made this committee feel it was not desirable 
to pass any legislation or to recommend any le^slation for the pur- 
pose of helping the gold-mining industry. They felt that in the past,, 
before 191G and 1917, when their costs had risen, that tliey had had a 
long series of very profitable years. And I think the published reports 
of the gold-mining companies of the country bear out that theory- 
and show that to be a fact — tliat large profits had been made for a 

freat many years before the war by these gold-mining companies, 
n addition to that, a man who has other property is in a bad way 
if he can not in any way avail himself of it, if he can not realize on it; 
but it was felt that the gold miners were in a very happy position 
in this respect, because if it cost them so much, owning the property 
and having the right to work it, to get out their product, it woulii 
certainly cost any&dy who wished to steal it from them as much or 
more to produce. Therefore it was felt they might very well leave 
their product in the ground, the best safe-deposit vault in the world, 
without cost to themselves, without deterioration, and when the 
proper time came, when costs would permit them to go ahead in the 
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natural course of affairs and develop their mines and vork their 
mines again, that then they should do so; that in the meantime a, 
large number of mines were producing at a profit and any stimula- 
tioQ of an artificial nature would merely mean a gift to those mines 
that were fortunate enough to be in a position to work under those 
conditions. 

The Chairman. There is a gentleman in the room who made tlie 
statement before the committee that you could count on one band 
the gold-mining companies in this country that were making money. 

Ift. Steele. Now. 

The Chairman. At the present time ; that the business was very 
unprofitable, and that 42.1 per cent of the total capital invested in 
gold mining in the country to-day had closed down and gone out of 
business. And he gave as the chief reason the fart that the cost of 
production had gone very -high, but the value of the product bad 
mcreased not at all. 

Mr. Steele. I think probably that is true, Mr. Chairman. 

The Chairuan. It is a pretty strong argument. 

Mr. Steele. And I think also it is true that for a long period of 
years previous to the last few years the gold-mining industries had a 
very profitable period. 

The Chairman. I do not know ; I was not fortunate enough to be 
in the business. 

Mr. Steklk. I think if the figures could be produced here to show 
the profits made by the gold-mining industries previous to this time 
when the cost of production mounted, you will find they had this 
profitable time of operation for a long time, while they have only had 
a comparatively short time of difficulty, 

Mr. Rainet. Assuming that is true, would the present situation 
encourage them to continue mining ]ust because they have distributed 
large profits in past years* 

Mr. Steele. I think there is one peculiar feature about this bill. I 
do not think we are prepared on such short notice to go into the bill 
in detail, but there is a principle here which might well be considered. 

Mr. Rainet. I am now returning to that. You were saying at the 
time you were interrupted that the crux of the matter from your 
standpoint was this, that you can not increase the value of the metal 
which is the basic money metal without increasing the prices of 
eve^hing else? 

Mr. St^le. Yes. 

Mr. Rainey. When you do that — when you pay this subsidy to 
mines collected in this way — does that increase the value of the 
gold used by the country in the mintf Do they not still pay $20.67 
for it ; and when they ievy a tax, do you not give it badr to them 
in the increased value of the gold that is mined! I think that is ^e 
crux of the matter. 

Mr. Steele. My statement in regard to that was that was the cms 
of the matter considered by that committee at that time, that they 
could not increase the value of the product of the mine without in 
turn increasing the values of all things, as values were computed in 
the terms of the eold unit. 

Mr, Rainey. Does that increase the value 

Mr. Steele. If they increased the value of the gold, if they paid 
more for the gold, which was the proposition at that time, a direct 
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subsidy by the Government, or a larger priix paid by the Govern- 
ment, I think it would have the effect of inflating the values of all 
things based upon that. 

Mr. Raikey. Does this subsidy increase the price of gold Tchen 
they still sell it for $20.67 ? 

Mr. Steele. To the Government for coinage? 

Mr. Rainxt, Yes. 

Mr. Steele. That is a point I would like to take up later. 

Mr. Rainey. I will be glad to have you discuss that. 

Mr. LoNowoHTH. What effect, in your opinion, would the passage 
of this bill have on the jewelry business ) 

Mr. Steele, It would have a deterrent effect. 

Mr. LoNQwonTH. To what extent! 

Mr. Steele. It would be hard to answer that. 

Mr. LoNGwoRTH. Is it not a fact that the quantity of the cheap 
jewelry has very greatly increased in the past two years? 

Mr. Steele. I think probably it has. 

Mr. Greex. There is a question there. Have the sales of all kinds 
greatly increased ? 

Mr LoxQwoimi. Cheap jewelry? 

Mr. Steele. I should say it had — not in the last few years- 
Mr. LoNowoRTH. In the last two years? 

Mr. Steele. Since the war ended ; yes. 

Mr. LoNQwoRTH. Does the quantity of gold in the settings of the 
verv expensive jewelry have any effect upon the price? 

Mr. Steele. The very expensive jewelry is not made of gold, Mr. 
liongworth ; it is made of platinum. 

Mr. LoNGwoRTH. What effect would the rise of the price of gold 
have on platinum? 

Mr. Steele. I can only say the high price of platinum has had a 
marked effect on the sales of platinum jewelry. 

Mr. IxiNCWORTH. Has it reduced it? 

Mr. Steele. To such an extent thai the price of platinum has 
dropped very materially. 

Mr. Lonowobth. Is it not really the fact that the reason platinum 
has been so fashionable is because its price has been so mudi higher 
than that of gold? 

Mr. Steele. I have not felt so; I think there are reasons why 
platinum has been favored for jewelry. It has a neutral color, and 
it has wonderful qualities of strength and tenacity. It is a very 
unusual metal, far superior to gold for jewelry work. 

Mr. LoKGwoRTH. What is the relative difference in the price? 

Mr. Steele, Gold is $20.67 an ounce, and platinum, I bebeve, is $85 
an ounce. I understand it ia $85 or $90 an ounce. It has dropped 
from $150 an ounce, which was the price a few months ago. 

Mr, IjOnoworth. It was about $150 an ounce when you were last 
before the committee. 

Mr. Steele. It is now about $90 an ounce, officially, but it can be 
bought for $86. 

Mr LoNGWORTH. Where is the supply coming from ? 

Mr. Steele. A large supply came from South Africa during the 
war. I think a good deal ia coming from Europe. 

Mr. LoKowORTH. Is any coming out of Russia ? 
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Mr. Steele. Indirectly, probably j but I do not think there has 
beon any direct shipments. 

Mr, Rainet. Do you know what the importations are at present 
as compared with the prewar importations? 
Mr. Steei^. I can get those figures for you. 

Mr. Rainet. The present importations are ahnost equal to the 
prewar importations, are they notl 
Mr. Steele. I should say so because of the drop in prices. 
This bill as proposed binds the Government to pay a subsidy to the 
producers of gold. The Government is bound to that. The Govern- 
ment is bound to collect a. tax from the industries using gold, too ; the 
Government is bound to that. This is paid in advance to the pro- 
ducer of new gold, but there is no agreement and there is no assurance 
on the part of the gold producers that the; will produce, under such 
an arrangement. Let us assume even that they would make a tenta- 
tive agreement to produce more under this arrangement that has been 
proposed in this bill. You will find that the element that lias brought 
about this agitation has been the question of costs of production. 
These costs are going to do one of three things, either they are going 
higher, or else they are going to stay where they are, or they are 
going to be lower. 

Mr. Rainet. Can you think of any other way of stimulating the 
production of gold than by making it profitable for the miners to 
produce it, unless the Government takes over the mines) 
Mr. Steele. That is the only solution I can see. 
The Chairman. That would create a chaotic condition, because it 
would certainly increase the cost of production if the Government 
attempted to operate the gold mines. Is not that true, Mr. Steele? 
Mr. Rainet. That does not follow, necessarily. 
The Chaibhan. That has been our experience, that when the 
Government took hold it cost more money to operate than ever 
before, and more than if it remained in the hands of individuals or 
seta of individuals. 
. Mr. Steele, That is something I would like to discuss later. 

Mr, Rainet. That may be true, but when the Government took 
over the railroads private interests could not operate them at all, 
and our railroads would not have been operated successfully if the 
Government had not taken them over, 

Mr. Steele. If it is known to the labor employed by the mines that 
the miners, the producers, are going to have a subsidy to stimulate 
their work, labor is not going to be in such a happy condition. The 
costs of producing are probably going to immediately rise, with the 
result that it is probable you will be having a deputation here before 
long asking for a further adjustment of this matter, although should 
the cost of production come down under this legislation for five years, 
this subsidy would still continue to be paid to the industry. On tlie 
other hand, if the costs mount and become greater, this legislation 
Immediately becomes ineffective. If the costs should decline the 
subsidy would be a gift to the industry, because they not only would 
have their ability to produce their product for lees money, but for 
five years they would have the opportunity of collecting this subsidy 
in any event. 
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The Chaibuan. We have heard these eeiitlem«n on this bill for an 
hour, and we must either come back tnis afternoon to hear Uies» 
other gentlemen who are here to be heard in regard to the bill in con- 
nection with aviation or take up that matter now. What is the pleas- 
ure of the committee? 

Mr. Oreen. Under the present parliamentary situation in the 
House I think we are liable to have one roll call after another, and I 
think it would be difficult to ^ on with the hearing this afternoon. 

The CsAiBMAN. If you will proceed for five minutes longer, Mr. 
Steele, then we will go on with the hearing in connection with avia.- 
tion, and you will have the privilege of extending your remarks in the 
record, adding such data as you think would be of benefit to the 
committee in considering this subject. 

Mr. Steele. We feel, gentlemen, that this proposed legislation 
amounts to only one thing in effect, and that is a subsidy. We feel 
also that in addition to the vicious principle of a subsidy it embodies 
a still more vicious principle, and that is the principle of collecting 
the amount of this subsidy through Government machinery for a 
private industry that is to be benefited specifically from another small 
group of particular industries. You might call this a robbing Peter 
to pay Paul proposition. It embodies not only the principle of a sub- 
sidy but the principle of a subsidy to be ^ven to a special industry 
and to be collected from another special industry. We have had no 
better guide in this matter in regard to a eubsidy than the decision 
of Judge Cooley, of Michigan, in the Sugar Refiners' case, where he 
says: 

But It if not In the i>ower of thp State, in my opinion, iintler the name of a 
bounty, or iindpr any other (v>vpr or siihterfliCP, to fiimlsh the enpltfll to bM 
private parties up In any kind of biinlnpw, or to nnbRldlne their bnslDess after 
they have entered upon It, A bounty inw. of which thtsi Is the real nature, Is 
Toid, whatever niay be the pretense on which It may be enacted. The right ta 
hold out pecnnlary Indurements to the faithful performant^ of puMIc duty 
In danfcerous or responsible poHltlors stands npon a fllfferent footlnc altogether. 
Nor have I any occasion to question the riftht to pay rewards for the destruction 
of wild beasts and other public pests; a provision of this character being a 
mere police reRulafion. But the discrimination by the Statp between (llfrerent 
classes of occupations, and the favorlnsr by one nt the expense of the rest, 
merchandising or milling, printing or railroading, Is not legitimate legtalatlon, 
and Is an Invasion of that equality of rleht and privilege which la a mailmum 
in State government. When the rtoor l.s onee opened to It, there is no line at 
which we can atop and say with confldpnce that thus far we may go with safety 
and propriety but no further. Every honest employment Is honorable: It is 
beneficial to the public; It denerves enponragenient. The more successful we 
can make it the more does it gpnernlly siibwrve the public good. But It t« not 
the business of the State to make discriminations in favor of one employment 
against another. The State can have no favorites. Its business is to protect 
the Industry of all and to give all the benefit of equal laws. It can not compel 
an unwilling minority to submit to taxation In order that It may keep upon its 
feet any business that can not stand alone. 

Moreover, it Is not a weak interest only that can give plausible reasons for 
public aid. When the State once more enters upon the bui^ness of subsidies, 
we shall not fall to discover that the strong and powerful interests are those 
most likely to control legislation, and that the weaker will be taxed to enhance 
the profits of the stronger. 

The Chairman. That was a decifiion of the Supreme Court of the 
State of Michigan in a case wherein the legislature of the State voted 
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a bounty to sugar produced from beets raised within th« limits of 
that State, and the court held that that was unconstitutional I 

Mr. Stctle. Yes. 

Mr. TiLsoN, Do you not differentiate at aU between a subsidy 
■which goes to the basis of values and one to an industry that is 
purely private? 

Mr. Steele. I think that is a legal question I could not answer. 
But we view this particular question not as a subsidy civen to a 
particular interest and paid for by all the interests of the country 
pro rata according to the amount of their taxation, but a subsidy 
given to a special interest collected from special interests, which is 
something I think that is new in our national legislation. 

Mr. Hawley. Whnt do yon sjiy in answer to the proponents of 
the legislation who alkge that you have the advantage of obtaining 
your product at less than the price it can be produced for, in that it 
IS not governed by the law of supply and demand? 

Mr. Steele. I think the Treasury attitude on that question is this, 
thiit they do not feel at this time any relief is possible for the cold- 
mining industries. I have no right to speak for tlie Treasury, But I 
helie\e that is their attitude as expressed in Secretary Houston's let- 
ter, or by Mr. Lieffingwell. 

Mr. Haivlet, Do you state that you are not obtaining your prod- 
uct; that is, your raw product for your manufactures at less than the 
cost of production ? 

Mr. Steele. Apparently not, because I do not think it is human 
nature to produce something on which you are not making a profit. 
You know England's South African gold production has been mar- 
keted here for some time past, so there are other producing industries 
in the gold-mining field that are producing and sending their product 
to this country. There are other gold-mining companies besides the 
American who are finding it profitable. 

Mr. HAw^J:T, But the South African problem in the mining world 
is entirely different; there the gold prodiicers use Kafir labor. 

Mr. SraELE. I think their problem is the same as ours, because you 
will find that the falling off in production is not only in this country, 
but that condition is in the entire world; because the figures show 
the falling away has been entirely proportionate wherever gold has 
been produced, probably due to the operation of the same causes, 
greater costs of labor and greater cost of material. 

Mr, LiARTER, Mr. Chairman, we appreciate very much the oppor- 
tunity you have given us this morning to present our side of this 
matter. We have done the best we could with the short notice we 
had. We have produced a short brief on the subsidy question, and 
I have it here for the different members of the committee. This pre- 
sents our story in reference to the matter of subsidy as quickly as we 
could give it to you, and we would like to have it also inserted in the 
record. We would also like to ask the privilege of sending you some 
additional data, and would like, if possible, to have another hearing 
at somjs future date. 

The Chairman, If you will send your additional data to us in the 
next two or three days, we will have it printed in the record of this 
hearing. We will incorporate this brief in the hearing. 
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(The brief referred to ie as follows :) 



The purpose of the bill, as stated Id the title. Is : 

" To provide for the protection of the monetary gold resene by the malnte- 
nance of the normal gold productloo of the Uulteil States to satisfy the require- 
ments of the arts nnd tratles, by Imposing an excise upon all gold used for otljer 
than monetary purposes, and the pnyment of a premium to the producers o( 
newly mined gold, and providing penalties for the violation thereof." 

This proposed legislation, If enacted, will operate in the following manner: 

(1) A tax will be levied upon all gold manufactured, used, or sold other tbau 
for coinage or monetary purposes, which tax will be collected from the manu- 
facturers or dealers. 

<2) There will be paid over to every person or corporation producing newly 
mined gold from any mine witlitn the United States a subi^ldy equal to' the sunj 
of SIO for every ounce of fine icoid mined and deliverKl to the UnltLHl States 
Mint 

In other words, this proposed legtslntlon not only conteuiplntes a subsidy ti> 
ihlne owners, but makes such slbsidy conditioned upon a tax levy on certain arts 
and Industriefi. The legnl iiuestions involved are of the very gravest character. 

In discussing similar legislation effecting a sujiar sihsldy, Mr. Justice Pecl:- 
ham, of the United States Supreme Court, in the case of U. S. v. It«alty Co., 163 
U. S. 427, used this same expression nnd emphatically stnteil that the questions 
of a subsidy "ai'e of the very gravest o'haraeter." 

In Field V. Clarke. 143 U. S. 649, &Ir. Justice Harlan, of the United Slates 
Supreme Court, when likewise dlscu!>8lDg the problems lnvolv<>d In the sugur- 
subsldy legislation of 1890. stated that — 

" It would be difficult to suggest a question of larger importaute or one the deci- 
sion of which would be more far-reaching." 

Although the Federal Constitution does not speciflcally prohibit the payment 
of bounties, it Is self-evident that money is the product of taxation, and that 
the right to appropriate is necessarily llmittHl by the rigiit to tax. The earliest 
bounty legislated by this Nation was that paid to deep-sea fishermen during the 
years 1792 to 1807. The payment of these bounties w.is made the storm center 
of political difCerwices of opinion, and whereas the constitutionality of the boun- 
ties was never directly passed upou by the courts. In each instance the repeal 
was necessitated by the Inherent a^'erslon of the iieople of the United Slates 
toward the payment of any bounty or subsidy for the encouragement, protection. 
or enrichment of private Industry. It Is apparent that where an enterprise Is 
conducted liy private persons for their own private beneht tlie public autlioriiies 
have no control over the expenditures made by the private persons, and certainly 
have no share In the profits, and the enterprise Is. [hei'cforc, a private one ami 
not a public one — whether large or small and whether profltuble or unprofitable. 

As stated by Attorney GMieral Olney In the Income-lax cases (Polloclc v. 
Fanners' I/ian & Trust Co.. 157 U, S., 429) : 

" The power to tax In its essence Is the power to nilse money from the public 
for the public," 

Since 1798 State and Federal courts have consistently held that "levies for 
private purposes are Illegal or extortion under the form of law." (See Calder 
V. Bull, 3 Dal., 386.) 

However commendable the objects of the bounty may be, and however valu- 
able the services of the recipient of the liounty may be, it is clear that public 
money can only be used to discharge a public liability. 

In 1890 the Congress of the United Stntes enacted the so-called sugar-subsidy 
legislation. This legislation was constantly in the courts during tlie following 
four or Ove years, and in the cases of U. S. r. Realtv, 163, U. S., 427; Burden 
Sugar Co. v. Payne, 167 U. S.. 127; and Field r. Clarke. 143, U. S., 643, the 
Supreme Court of tlie United States, In discussing the leptslatlon of 1890. de- 
clined in each Instance to go into the constltutlonnlltv of the legislation. Tlie 
Court of Appeals for The District of Columbia, In the nise of U. S. c- Carlisle (5 
App. Cas., 138). held that this sugar-subsidy legislation was unconstitutional, 
on the theory that even though an indirect public benelit resulted from the siih- 
Bldy, the extent of the private benefit made the use of public funds illegal Thus 
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the hii^MBt court of the United Stntes which passed on tbis subject held ttalx 
type of BObsidy teEiBlatlon nnconsUtuttonal. 

In 18&* (see 28 Stat, 500), this particular subsidy legislation was repealed 
because of tbe great unpopularity througbout the country whli'h attended its 
enactment. The most lucid and forceful exx>03ltlon of the questions surrounding 
the constitutionality of subsidy iejslslatlon were stated In tbe worda of that 
eminent Jurist, Mr. Justice Cooley, as quoted in the case of the Michigan Sugar 
Co. o. Dix (124 Mich., 674) : 

'* But it Is not in the power of the Stnte, In my opinion, under the name of a 
tmunty, or under any other cover or subterfuge, to fumisL the capital to set 
private parties up in any kind of business, or to subsidize tbelr business after 
they have entered upon It A bounty law, of which this is the rm\l nature, is 
void, whatever may be the pretense on which It may be enacied. The right tu 
hold out pecuniary inducements to the faithful performance of public duty In 
dangerous or responsible positions stands upon a different footing altogether. 
Nor have I any occasion to question the right to pay rewards for the destruc- 
tion of wild beasts and other public pests, a provision of this character being n 
mere police regulation. But the discrimination by the State between dlfterent 
classes of occupations and the favoring by one at tbe expense of the rest, mer- 
chandising or milling, printing or railroading, is not legitlmaie legislation and 
Is an Invasion of that equality of right anil prlvlleire which is a maxim In Stat» 
g<)vemment. When the door Is once opened to It there Is no line at which we 
can stop and say with confldenee that thus far we may go with safety and pro- 
priety, but no further. Every honest employment Is honorable : it Is beneficial 
to tbe public ; It deserves mcouragement. The more successful we can make it 
the more does It generally subserve the public good. But It Is not the business 
of the State to make discriminations In favor of one employment against an- 
other. The State can have no favorites. Its business Is to protect tlie Industry 
of all and to give all the benefit of equal laws. It can not compel an unwilling 
minority to submit to taxation In order that it may keep npon Its feet any busi- 
ness that can not stantl alone. Moreover, It is not a weak interest only that 
can give plausible reasons for public aid. When the State once more enters 
upon the business of subsidies we shall not fnit to discover lliat the strong and 
powerful intei-ests are those most likely to control legislation and that the 
weaker will be taxed to enhance the profits of the stronger." 

Potlowing this reasoning, the State courts have consistently held that the 
Ic^slature can not transform taxation for a private purpose Into taxation for 
a public purpose by a mere declaration that It Is for a public purpose. (See 
East Saginaw Sugar Mfg. (i). v. State Auditors, 9 Mich., 326; Lowell v. Boston, 
111 Mass., 454; Clee r. Sander, 74 Mich., 692; McConnell v. Ham, 16 Kan., 228 r 
In re Page, 60 Kan., 842 ; In re Stanfords Estate, 126 Cal.. 112 ; Deal v. Miss.. 
107 Mo„ 464; People f. Salem Township Board, 20 Mich., 492; Commercial 
Xational Bank v. lola. 2 Dill., 353.) 

These cases were the result of legislation directing subsidies to be paid to 
persons hnlldtng trees over burnt districts; providing for seed grain loans to 
farmers whose crops were destroyed ; convertlns payments of part of a tax on 
Insurance contracts to be turned over to volunteer Are departments; making 
payments to private Individuals for development of local industries, or pay- 
ment of subsidies for the manufacture of special commodities, such as salt, beet 
sugar, etc. 

All of the court decisions In this country on the question of subsidy naturally 
refer to the Inhei'ent question as to whether the object of the subsidy is a public 
benefit, and In this connection the cases consistently have held that the term 
" public purpose " as employed to denote objects of taxation has no relation to 
the urgency of the public need or to the extent of the public benefit to follow. It 
is, on the other band, a term of classiflcatlon merely used to distinguish the 
objects for which, according to general usage, the Government Is to provide from 
those which by like usage are to be left to private Inclination. Interest, or 
liberality. Where there has been subsidy legislation, the result ol which clearly 
was for a public purpose, although coupled with a private beneftt, the legislation 
has been declared unconstitutional, as it was In excess of legislative authority. 
(See legislation enacted In Wisconsin, relating to storage of debris of mines for 
what was clearly a public purpose, but also resulting in private benefit. Held 
unconstitutional In the case of Whiting U. Sheboygan, 25 Wis., 167.) 

The proposed legislation not only contains the inherent vice of a subsidy to a 
special Interest but is accompanl^ by tbe nn-Ameiican principle of placing a 
direct burden upon certain special and particular Industries and arts for the 
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beneOt of separate and distinct Industries to which the bounties are to be paid. 
During the violent and heated potiticftt dl8ca»l(»is Barroundlng the proposed 
ship Bubaldles which were under discussion from 1900 to 1904, the temper of 
the American people was made evident In the fcenerat pnbltc disapproval ot 
govemmental subsidy to the sblphnildlDt; Interests, eren though It had to be 
generally admitted that some action should have been taken to encourage the 
development of the American merchant marine. At that time, however, tbe 
second vicious principle contained In this proposed legislation was absent, and 
at no time in the history of the American Government has legislation ever been 
proposed with any degree of eonfldence contemplating the taxing of one Industry 
for the specific benefit of another. 

If by any chance a subsidy to be paid to gold mining operatEoos were desirable 
and constitutional, the funds for such subsidy should come from the Gfeneral 
Treasury of tlie people of this country on the theory that the reason for the 
subsidy was a proapecHre and contemplated benefit to the Nation as a whole 
It would be a clear case of robbing " Peter to pay Paul " If the Income of certain 
selected IndustriBH were to be converted Into the treasury of other InduBtrlea. 
Alleged or actual dellclta of private corporations should In no way be replenished 
from the revenue of other private corporations. Even though It be assnmed that 
these other corporations are engaged In a business coupled with a public Interest, 
payment of the proposed premiums and subsidies would not only be an Induce- 
ment toward prospective waste and Inefficient management, but would place 
an Illogical, unnecessary, and unsound financial bnrden upon those other Indus- 
tries which In no way would be a party to the profits of the gold mining Indus- 
try, but In fact would be replenishing alleged operating deficits. 

In closing. It Is Interesting to note that the proposed legislation In its present 
form In no way guarantees against a levy on tbe public generally In excess 
of that supplied by the manufacturers and dealers in gold articles, because It 
Is in no way clear that the revenue received under the proposed l^lslatlon will 
be sufficient to pay the subsidies contained therein. 

Bespectfuilj- submitted. 

Jewelkbs' Vioilancb CouMirrEB (Inc.), 

(Thereupon, the committee proceeded to the consideration of other 
business.) 



HoiTSB OF Repbesentatives. 
COUUITTEE ON Bankino A.NO Cubkency, 

Washington, Hay 2S. 1920. 

1 Wapn and Meant. 

Uouse of Repretentatives. 

My Deab aiB. Fordsey: With reference to the latest hearing on H. R. 13201 
hefore your committee this morning, In which tbe manufacturing jewelers placed 
In evidence their testimony, I wish to make the following observations, that tbe 
same may be placed In the record : 

1. Complaint was made that adequate notice was not given in which thej 
might pr^nre their objections to tlie bill. In this connection I herewith sub- 
mit a letter from H. N, Lawrle. economist of tbe American Mining Congress. 
which transmits the correspondence between witness Robert B. Steele, a mem- 
ber of the Jewelers' Vigilance Committee, and himself, together with an extract 
from the Jewelerc' Circular, March 2S, 1920, reprinting the full lest of this blU- 
A casual reading of this correspondence with Mr. Steele, dating hack to Noveni- 
her H, 1919, setting forth (he principles Involved in this legislation which have 
not since been chuiige<l, is evidence that the subject of this legislation has been 
before the jewelers ever since It originated and became a matter of public 



2. No adequate reason was presented by any of tbe witnesses of the jewelry 
trade for their not having obtained accurate data with reference to consumption 
of gold during the year 1919, the latest flgurea which they placed In the record 
belni; for 1918. The figures presaited by n. N. Lawrle, from official corre- 
spondence with the mint service stations, who sell and re^e gold for Industrlnl 
uses, were placed in the record without being successfully controverted. 

3. In re^wus^ to the direct question of Representative Hawley, witness 
Bobert B. Steele admitted that tlie jewelry consumers of gold were receiving 
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tbelr gold from the Goramment at the prewar price of f20.97 per line ounce, 
and that thla price wai prohnbly lower than coet of production under present 
conditions. 

Had the price of gold been regnlated by the law of supply end deninnd, K 
would have at least Increased tn price with the general average of all other 
commodities In the United States. The gold producers wonid have received for 
their 1919 output, which was sold to the Indaatrtal consumers for $58,500,000, 
an mcrease of 112 per<cent, or an Bddltl<nial amount of {65,000,000. To this 
extent the Industrial consumen of gold profited by a subsidy at the expense of 
the producers of fold. 

Much Muphasis was placed on the report of the British commission and the 
report of the special committee of the United States Treasury Department, 
both of which advocated doing nothing for the stimulation of gold production. 
Both of these reports were formulated at a time when there was an embargo 
on the shipment of gold out of this country and the gold producers of Great 
Britain were forced to seU their gold to the British mint. Since the lifting of 
the embargo, the United States baa exported half a blUlon dollars of gold 
bullion and Great Britain has beoi paying a premium to her gold producers 
which has greatly stimulated the production of gold In the Empire. It is evident 
that conditions now are altogether different and must be remedied. 

In this letter I have touched upon the salient features presented in the 
Jeweler's testimony, none of which presented any facts In derogation to those 
already submitted in the flrst hearing. 

The monetary premises upon which H. R. 18801 Is based are In no way 
altered. 

Very truly, yours, 

L. T. McFaddbk. 

[The lettera referred to are as follows:) 

Washinotor, D. C, Uav 28, ISiO. 
Bon. Louis T. McF adder, 

Houte of Repretcntativet. 

Deab Mb. McFaddkk ; In answer to the claim made by the representatives of 
the jewelry Industry In the hearing before the Ways and Means Ootnmlttee on 
B. It. 1S20I this morning, that their time had been Umited tn which to fully 
consider the proposed blU and to formulate nuy arguments that they might 
want to make In opposition to the same, I wish to refer, for your attention, my 
corref{>ondence with Mr. Robert B. Steele. 

Mr. Steele is a member of the Jewelers' Vigilance Oommtttee and during the 
war had full authority on behalf of the Government to allocate gold for in- 
dustrial usee, the Oovemment having provided restrlctloiw regarding the sale 
of gold for such purposes. Ton will observe from ray correspondence that as 
early as November 11 the subject matter of this legislation was presented to Mr. 
Steele, since which time no difference in the principles involved In this legisla- 
tion have been made. Even a casual reading of these inctoaures will satisfy the 
committee that the trade was fully advised. In addition I append a clit^ing 
from the Jewelers' Circular of March 31, presenting tlie entire text of the bill, 
since which time all of the Jewelry trade magazines have carried it^ns with 
reference to the same. 

I would appreciate It very much if you would submit these letters to Chairman 
Fordney for hto Information and place them at his dlwosa! to place in the record 
if he so desires. 

Tours, very truly, 

AVEKIOAIT MiaiKQ CoRoauB, 
By E. N. La wan, 

Chief Preoloug UetaU DiviMon. 

NOVIMBBB 11, 1919. 
Ur. RoBEBT B. S-mcLE, 

Neie York, N. Y. 
Deas Mb. Steele ; While In New York I went to the mint In order to find out 
exactly where the export gold was sent. I Inclose a copy of the shipments as 
reported bv the United States assay office during the months of June, July, 
August, September, and October to foreign coootries (or manufacturing purposea. 
I was informed that this Included no gohl golne to Canada, as It nevn- baa 
been customary in that office to make this segregation, but that the bulk of the 
gold went to Switzerland, Paris, and London. 
88004—21 7 
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Od behaU of the American Mining OongreBs, I wish to thank jou for taJdng 
BO active an Interest In the solution of this problem, which confronts not only 
producers but conaumers of gold In this countrr. 1 sincerely trust that the 
manufactarera will And t>e proposal of esdae and bonus reasonable nnd will 
tend their indorsement to the plan In order to Insure a sufDclent production of 
new gold for their use without depleting the monetary gold reserves of the 
country- I shall look forward with a great deal of pleasure to receiving, at the 
Statler Hotel, SI. Louis, your letter or wire to this effect after your meeting of 
the executive council. I shell be In St. Louis from the ISth to the 2lBt, and the 
gold conferences wilt be held at the Statler Hotel on the afternoons of the 
18th and 19th. 

Inasmuch as my manuscript Is only an Informal presentation to the conference 
of the facts to date, I think It would be advisable not to publish any of the 
luforinatlon until it hoe beeo carefulEy reviewed by the national gold coO' 
ference and a legislative policy deOnltely formulated, at which time I shall send 
you a complete review of the proceedings, together with my article and those 
ot several bankers who are expressing ttiemselves In the premises for publicfl- 
tton in the Jewelry trade Joornal. It may be that we will prepare a bulletin of 
the entire proceedings, In which event I shall l>e pleased to get the mailing list 
of the more Important jewelers so that we may send It to them. 

Thanking you for your kind consideration and the excellent interview wlileh 
you allowed me, I am. 

Yours, very truly, H. N. Lawmi, 

Chtef Predou* and Aare UctaU Divittm. 

New Tobk, November Xi, 1919. 
Mr, H. N, Lawrie, 

St. LouU, Ho. 

Dear Mb. Lawrik ; flease accept my thanks for your letter of November 11 
with Inclosure. 

In reference to the subject of our conversation when In New York, I r^ret to 
state that owing to the short time it has been impossible to get a getteral ex- 
pression on the matter we talked about 

I would suggest that the matter discussed might be boiled down to the follow- 
ing hypothetical question : Would an Indostry threat«ied with restrlctioa Id 
supply of raw materials be willing to pay a bonos or premium for a full snpplyt 

A favorable answer to the above question must be inevitable, in my opinion. 

I agree with you that there should l>e no publicity in this matter, as a rnsh for 
metal would otherwise be started, and I shall await with pleasure the receipt ot 
the fullest and most comprehensive report which you can favor me with, as I 
feel Intense Interest In this subject 

Do you think It would be possible to send a number of copies of the report of 
the conference as promptly as possible? Should yoj have time to make a per- 
sonal report by letter I would appreciate It very much. 
Very truly, yonrs, 

Bairr. B. Stecuc. 

NoVKMBBB 25, 1919. 
RoBE&T B. Steele, Esq., 

t/etc York City- 

Deab Mb. Stekli: In conformance with onr conversation of the 24th instant, 
I am inclosing copies of the two resolutions adopted by the American Mining 
Congress at their recent convention, together with a copy of the address of 
Geocge E. Rol>erts. You have Mr, Olansen'g address published in the Mining 
Congress Journal and my own notes upon the subject, which, with the telegram 
that Mr. Clausen sent to the gold conference (a copy of which I also Inclose), 
completes the record to date. 

I wish to express my appreciation for your letter and the Interview whlcn 
you granted me on Monday. Your cooperation in this matter constitutes a most 
vlttl link In the success of any leglsaltion which may be contenq>1ated for the 
protection of the gold reserve, the relief of the gold-mining industry, and the 
security of the trades. , . 

I am now preparing an article for the Times Annalist, which may reach tnem 
111 time to be publlBhed nest Monday. 
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TliN tx merely ii rcliiixli <if whet yon already have. I Html) be plensed if you 
nil! keep me Infonned of any Information iclilch comes to your attention which 
nuiy be viilunhle in connertton with this movement 
Cordially, yonrs, 

H. N. Lawbie, 
Chief Preciout and Rare MetaU DMtion. 

Mabch 28, 1920. 
Kmibrt B. Stesle, Esq., 

Ntw York. S. Y. 

De-vr Mr. Steele : It gives me pleasure to Inclose herewith the first copy of 
ihf (.'Old excise nnd premium bill, H. R. 13201, to leave the office. 

I want to call your particular attention to the fact tliat the matter of collect- 
ing the esrlse has been left largely to the Internal Revenue Department, which 
will formulate rules and pegulatlons pertalnlnu thereto. However, if there are 
any oppressive jipeciflcatlons In the bill as drawn, which are In any way in- 
W|ultahle or ImpoRslble for the trade to cnrry out, I shall greatly appreciate It 
if yno will let me know how these changes could be made. In which event I i>haH 
do everything In my power to rectifr same. 

In accordance with your previous suggestion, I have not informed the Jewelry 
press or trade Journals of this proposal, nor sent them our pamphlet, nor In any 
way approached them on the subject. I am prepared to send you any number 
of the pamphlets that you may desire for this purpose, and shall count upon 
yon wholly to see that the Jewelry press and trade joimals take this matter 
op in a hrond and fair manner, with a view to ventilating the entire subject I 
would not attempt to influence the policy that the jewelry trade niay assume 
toward this measure, but I would have you carefully consider the advantages 
that this bin offers in insuring an ample supply of gold to the trades at a flxed 
price. Sty own opinion is that this is a decided benefit, and one which may not 
he available for very long, on account of the monetary requirements of the 
NaOon. 

I wish to emphasise that I will not In any way take this matter up wlrh the 
Jenelr)' press or trade Journals if you will assure me that the subject will be 
given the fair treatment to which tt is entitled, and that they will recelfe 
thf pamphlet at your convenlMice should you wish me to send them to yon. 
It is Indeed much better that same should emanste from your committee than 
from this office. 

Tlinnbiiig you for your kind conslilemtlon of this matter and trusting lo hear 
from you In the near future. I am. 

Cordially, yours, H. N. Lawbie, BconomUt. 

New York, March 26. 1920. 
Mr. H. N. Lawrie, 

Ameriean MUUn^r Co»gre»i, WosftwwfoH, D. C. 
Dk.\h Mb. Lawrie: This will acknowledge yonr letter of March 2H Inclosing a 
copy of H. R. 13201. It Is impossible for me to tell you at this time Just what 
will be the attitude of the jewelers toward this proposed legislation, but I am 
pultlng the matter before the committee In our trade which has jurisdiction In 
these matters for their serious consideration. 

In the meantime It will not be possible for me to express any opinion con- 
cern In e this matter. 
Thanking you for your conrtesj-. I remain. 

Very truly, yours. Robt. B. St^sle. 



iflTBODucnoN. 

Tlie purpose of the bill as stated In the title is : 

" To provide for the protection of the monetary gold reserve by the main- 
tenance o( the normal gold production of the United States to satis^ tlie re: 
quirements of the arts nnd trades, by tmpoaliig an est^se upon all gold used 
for other than monetary purposes, and tlie payment of a premium to the pro- 
dneers of newly mined gold and providing penalties for the violation thereof." 
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Thin propueed legislation. If enacted, will dwrste In tbe following n 

(1) A tax of fipproxlmately 50 [Kr cent will be levied on all gold nHd in 
tnHnufucture or Id the arts. irreepectlYe of wbether the gold taxed was mined 
dnrlnK the current ytar or decades before. 

CD There will be paid over to everj- person or corporation prodncing newly 
mined i^lil from any mine within the tliilted States a.subsidy equal to the sam 
of $10, or approslnmtel.v QO per cent, for every ounce of flne gold mined and 
delivered to the United Ktates mint 

In other words, this proposed legislation not only contemplates a subsidy to 
mine ownem but makes such sutwidy conditioned npon a tax levy on certain 
arts and Industries. 

Ttie economic uuthorltles of the world are opposed to any form of artificial 
stimulation of the production of gold. 

Shortly after the outbreak of the World War and before this country entered 
Into the conflict gold mining corporntloiis of all parts of the world became 
natnrally exercised by the fact that rtslnfc coats tended to lessen profits when 
allectlne gold as a commodity. This is uniquely the fact with gold, as the 
sellliiK price Is nutomntlcally fixed at ¥20.67 per ounce In order to maintain a 
gold standard. 

The Kold producers of England early sought relief through govemmenUl 
assistance. Previous to 1910 the British treasury committee, reporting on this 
subject, condemned once and for all the plea for such relief made by the gold 
mining corporations. 

Reference to this action on the part of the British Government is found la 
thnt well-reasoned and tllumlnatlnK report of the special gold committee 
appointed by the Secretary of the Treasury of the United States on November 2, 
1B18, which report is dsted February 11, 1910, and a copy of which report 1b 
anneiced hereto. (See Exhibit 1.) 

On this committee appointed by the Treasni? Department there was no one 
represpntInK the arts and industries wblch it is now proposed to tax, but. on the 
otlier bund, the gold-mining corporations which are now seeking a special sab- 
silly were adequately represented. Attention Is also called to the fact that this 
committee, which bad In Its membership the Director of the Mint, a reftreaentB' 
tlve of the Bnrenu of Mines, and a representative of the Federal Reserve Board, 
wan imiinlnroua In Its conclusions. 

After dlscuRBlng the relationship of larger gold production to gold reserves 
and the relationship of gold reserves to national financial stability the com- 
mittee declared: 

" The cessation of hostilities has radically changed this situation, and with 
the chiinge In the situation any need of particular effort to promote or stimulate 
our troUl production which may have existed has ceased." 

And further stated r 

" It In, therefore, the Indgnient of this committee that no steps should be 
taken by the Government to stlnrolate or pronMte the production of gold." 

Moreover, If It should be argued that this report Is now to be disregarded , 
because It was prepared somewhat more than a year ago, we respectfully submit 
that the return to normal, nonwar conditions which Is gradually taking place 
to-day adds considerable weight at this time to every argument set forih 
by the special Treasury committee In Its report, and correapondlngly reduces 
the force at this time of the pleas made by the gold producers for such relief | 
In the form of a special subsidy. Moreover, the gold stringency existing , 
durluK the wiir has disappeared, and an evidence of this fact Is the removal of 
all previously imposed restrictions on the exportation of gold. ' 

In addition, the present Secretary of the Treasury, Hon. Daniel F. Houston. 
In a letter addressed to the chairman of the Committee on Ways and Heaus <tt 
the House of Representatives, under date of April 9, 1920, stated the nnquslt- 
Bed opposition of the Treasury Department to the McFadden biU, the very 
measure now under consideration. This letter rends as follows : 

The SxcaETAKr or the Tbkasust, 

WatJUnfftM, April 9. J$S$. 
De&b Mx. Fobdhet: I received your letter of April 5, with the imSooed copy 
of the bill (H. B. IXMU) Introduced by Mr. McFadden, " to provide for the pn>- 
tectloD of Qie monetary gold reserve by the maintenance of the normal golil 
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mdnctlon of tbe United States to wUbI; tbe reQairemenls of the arts Hnd 
trades, by Impoelng sn exdie upon til gold used for other than monetary par- 
poiee, and tbe payment! of a premium to tbe prodncera of newly mined gold, 
and providing penalties for the Tlolatlon tliereot. 

Tbe Treasary Is very much opposed to this btll. Tbe Treasury la opposed 
to subsidies In general and Is pHitlcolarly opposed to subsidising tbe gold-mining 
induBtry. 1 believe that the gold miners will In the long mn benefit witl) the 
rest of the community from the ability of this conutry to maintain Itself on a 
(Old basis. In connection with tbe general subject I take pleasure in handing 
ron herewith a copy of a report, dated February 11, 1919, made by n committee 
appointed by Secretary McAdoo to investliente tbe problem of production of gold. 
Very truly, yours, 

D. F. HoT-sTos. 
Hoa Joseph W. Fobdney, 

Chairman Committee on Wagi tmd Meant, 

* Hoiue of Repretetaatiret. 

Furtbemnre, In so far as the general public's opinion baa been attracted to 
tniB fontastic propoaltlon of special class legislation, publications holdinit most 
divergent political optnlonB sre unanimons in condemnation of tb« subsidy pro- 
posed. For example, see editorial in New York Tribune of May 27, 1020; 
editorial In New York World of May 27. 1020; editorial In Saturday Evening 
Post, Issue of May 29, 1920 (copies of which iire annexed hereto and niarkt^d 
'Exhibits 2, S. and4">. 

Even if there were ot rliU time a real vllverKence of opinion on tlU« Mubject 
among disinterested persons, which is not the fact, we submit that a funda- 
mental change in our economic structure and the efCect on our gold staudard 
as contained in this measure should not be enacted without an investigation 
and study far more thorough and systematic than the brief hearinK allotted 
to Interested persons by tbe Ways and Means Committee of the House of 
Representatives. 

POINT II. 

Special interests behind this measure basi> their arguments In favor nf a tax 
OS the nsers r>f gold on mislead iig statlMlcs. 

Tbe statements made by proponents of the measure are either to Ihe effect 
Uiftt gold Is "consumed" by the nils and Industries or that it Is "destroyed 
by the arts and Industries." In atartlng out It Is well to call attention to the 
fact that gold sold to the manufacturers and arts Is neither consumed or 
destroyed. It Is merely tempornrUy diverted Into the channels of Industry and 
la the end finds Its way back Into the national gold reserve. The very non- 
destructlblllty of the metal gold made It the base of commerce. The fact that 
It can not be consumed is the cause of its selectiDn as the foundation of the 
world's flnaaclal structures. That gold is not consumed nor destroyed by use 
Id the arts is clearly evident from the fact that the gold held by the Federal 
Reserve Board at present amounting to {1,953,103,600, approximately equals 
the total production of gold In the United States during the last 24 years, or 
from 18BB to date. 

Furthermore, the proponents of this measure point with alarm to the amount 
of gold stated to be sold to the arts. The actual figures In this connection are 
as follows: 

1914 $45,520,032 

1915 87,820,027 

1916 81, Oei, 187 

1817 H2, 918,641 

1918 62, 409, 740 



The entire argument In ta.\op ot this bill is based on what has been saiaa- 
tlonally termed a vanishing gold reserve. The actual facts can lead to no such 
nndtiBlon. 

The total gold stock of the United States on January 1, 1914, was $1:S1S,- 
910,000. On January 1, 1B20, the total gold stock of the United States amounted 
to (2,778,714,000 or an Increase of more than SO per cent over 1014. Tbe statls- 
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tics In rpg»rd to the gold reserves of the Federal r eacr ve banks are Ukewloe 
IHntnloaUng: On Janaary 1, 1917, the gold reserre ot tlw Federal reserve banks 
was $736,236,000. One ;8«r Uter, on January 1, 1918, tbe gold resMres of tlie 
Federal reserve banks n-as (1,621,905,000, or an Increaae ot 120A per cent 
Tbe above Bgareii certainly warrant anjtJilnK but hj^xain In regard to a 
mrthlcsl vanlsblagr of gold. The statistics fn regard to the prodoctlan of gold 
are equally interestliig. 

According to tbe pablicatlon of tbe American Mining Cmigreas, the estimated 
vorid production of gold for 1819 Is ¥KiO,000,000, or, accwdlng to tltelr own 
statement. Sfy per cent less than the production for 191S, vrbldi vras $380,924,700. 
We are not surprised to note that no great emphasis was laid on the fact 
that the world prodactloD of gold In 191S was approximately 9700,000 greater 
tharr In 1905, nor are we amazed to learn that the corjMratloaH seeking a 
subsidy In the proposed l^slatlon in no way explain the reason why tbe car- 
tallment of gold prodncUon In this canntry, in tbeir Judgment approximated 
SO per cent is 1919, whereas tbranghoat the entire world the decrease In pro- 
duction. In their own Judgment, would not exceed 8A per cenL 

Tlie comparisons made by the proponents of tblB measare as between tbe gold 
sold to the art8 and the ^Id annnally produced Is mtlrelT beside the potst. 
The real consideration to be called to the attention of yonr committee Is whether 
or not the gold annually sold to the arts materially affects tbe stock of gold 
on band. 

The opMvtiona of the United States Treasory Departmoit with reference to 
gold bullion can be most readily, c(»sldered under the beadlDgs of " Acquisi- 
tion " and " Disposition " of metal. The metal received by the QoremDient 
originates from three major surces. First, the ore produced by tbe mines; 
second, old gold and mlncetlaneoos scrap; and, third, the product of private 
redneriex. 'To this should be added gold bnlllon which arrives in aettlenaent of 
International trade balances. 

The disposition of this metal occurs through one of two tnnsacthHis. First 
Uie porcbase by a citizen of refined gold bullion from a mint or assay ofDce, 
payment being made in United States gold notes, or, second, the return to 
Its owner of gold deposited In the Treasury by him after It has been refln^d 
and lt« parity cerOfled- 

The results of these major operatltNis for the Oscal year 1B19 are set forth 
in the following table: 
Balance of gold bullion In possession of mints and assay 

offices, June 30, 1018 $1, 738, KS9- 152. 15 

Receipts of bullion during fiscal year 1919 159,390,873-79 

Total 1, 897, 950. 025. W 

Dishurseroents durinif fiscal year 1919.. 96,080,836-31 

Balance on hand June 30, 1919 1,802.919,189.03 

It will be seen that the receipts of bullion exceed tbe disbursements hj 
approximately $64,000,000. Of the S95.030.836.9I disbursed only 862,777,833,41 
was sold to purchasers and $23,024,553.70 returned to deiMsltora after being 
refined, the balance representing for tbe most part interior transfers within the 
mint service. Nor can the entire sum of $62,777,833.41 sold by the mint oJHcers 
be fairly charged to the consumption In the Industrial arts and trades because 
a large proportion of It consisted of gold sold In the form of very large bars for 
the express purpow of being exported to rectify adverse . international trade 
balances. 

A still more Interesting state of affairs becomes apparent when we consider 
the total stock of gold coin and bullion In the possession of the Qovemment on 
June 30, IBIB. The figures are: 

Coin ^ $1,222,828,787.00 

Bullion l,8«i,850,973.72 

This Is an Increase of $94,291,821.57 over (he amonnt held at the close of 
business at the end of the previous fiscal year. 

Meanwhile, during the calendar year 1918 the production of gold In the 
United States amounted to $68,646,700. 

It will be noted that tbe consumption of metal in the industrial arts ami 
trtide.x was not so great as to prevent all but $4,000,000 of the gold produced 
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In the United States from pasei&K Into the hattda of tbe GoTerament as & 
net increase In amonDt of gold on band^ 

The GovemmeDt Is hy no means solely dependent upon the productton of tlie 
mines for the gold with which to meet the demands of the industrial users, A 
large proportion of the gold deposited In the various offices of the mint and assay 
service is actually purchased and acquired by the Oovemment Instead of being 
returned to the depositor In a refined form. 

During the flscal year 191D acqnlsltlon of bullion by this method reached the 
enormous total of $126,841 ,71B. 19, or more than twice as much as was purchased 
by the industrial users and the exporters combined, their combined accounts 
totaling only ^2,777,833.41. 

The first of the foregoing tables shows that the total receipts of the United 
States Mint dnrlng the fiscal year 1919 were $159,390,873.79. 

If it be true that the amount of gold produced by the mines of the United 
States in 1B19 did not exceed $S9.000,000, it Is evident that approximately 
1100,000,000 came Into the possession of the Qovernment from other sources, 
namely, gold Imported from foreign oountrles. and especially gold previously 
Issued returned to the mint for reflnlng and assaying. This latter factor Is 
particularly Important and pertinent to our discussion. The attempt on the 
part of the propfmHits of this bill to represent every dollar of gold Issued to 
be used fn manufacturing operations as being lost, consumed, destroyed, or 
otherwise eliminated as a tnctoi In the situation, takes no account of the all 
Important truth that the gold stock used hy the trade constantly undergoes 
what might best be desnlbed as a process of circulation wherein the refined 
gold Is Issued by the Government to the Individual, Is manufactured by blm Into 
an article of trade, passes into tbe possession of the consumer and then 
eventually Is returned once more to the mints; either. In the form of unsalable 
stock for remelting or of old gold and scrap which has come Into the hands 
of bullion dealers. 

It Is apparent from the nbove that the gold sold to the arts, alleged to be 
approxitnately $52,000,000, was less than one-thtrd of the total gold receipts 
of the United States during the fiscal year 1919, and furthermore, tbat the 
Increase In the stocks of gold coin and bullion In the possession of tbe Qovern- 
ment between June 30. 1B1B. and June 30, 1919, was approximately equivalent 
to the total domestic production of gold during that period. In addition the 
amount of gold sold to the arts annually la a negligible factor when compared 
to the total stock of eold bullion in the possession of the mints nni assay 
flfflcen of the Oovemment. 

POiWT m. 

The proposed legislation creating as It does a subsidy is un-American and 
nnconstltutlonal in that a tax on a special selected Industry Is proposed In 
order to create part of a subsidy to another industry. 

The legal questions Involved In this l^slatlon are of tbe very gravest 
character. 

In discussing similar legislation effecting a sugar subsidy, Ur. Justice 
Peckham, of the United States Supreme Court. In the case of United States v. 
Realty Go. <1S3 U. S. 427), used this same expression and emphatically stated 
that the questions of a subsidy " are of the very gravest character," 

In rield V. Clarke (143 V. S. 649). Mr. Justice Hnrlun of the United States 
Supreme Court, when likewise dlBcusslnj: the problems Involveil In the sugar 
subsidy l^slntlon of 1S90, stated that "It would be ilifnciilt to surest a question 
of larger Importance or one the decision of which would be more far-reaching." 

Although (he Federal Constitution does not speclflcally prohibit the payment 
of bounties, It Is self-evident that nionej- U tbe product of taxation and that the 
right to appropriate Is necessarily limited by the right to tax. The earliest 
bounty leglfllated hy this nation was that paid to de^-sea fishermen during tbe 
years 1792 to 1807. - The payment of these bounties was made the storm center 
of political differences of opinion, and. whereas the constitutionality of tbe 
bounties was not passed upon by the courts, the repeal was necessitated by the 
Inherent aversion of tbe people of the United States toward the payment of any 
bounty or subsidy for tbe encouragement, protection, or enrichment of private 
Industry. It Is apparent tliat where an enterprlw Is conducted by private per- 
sons for their own private benefit, the public authorities have no control over 
tbe expenditures made by the private persons, and certainly have no share In 
the profits, and the enterprise Is, therefore, a private one and not a public one — 
whether lante or small, and whether profitable or unprofitable. 
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As stntM) by Attorney General Oiney In the Income taxe caeea (Pollock v. 
ParniPzN Loan & Trust Co., IW U, S. 429) : 

'■ The power to far In Its ptwenee ta the power to ratue nioney from the pnWIc 
for the public." 

Since 1T08 State and Federal courts have conalstently held that "Isrtes for 
private purposes are Illegal or extortton uniler the form of law." (See CaMer 
p. Bull, 3 Dal. 886.) 

However rommendable the objecta of the bounty may be. and howerer tsIo- 
able the services of the recipient of the bounty may be, It Is dear that public 
money can only be uaed to dtacherfffi a public liability. 

In 1890 the ConftresH of the United States enarted the ao^illed suRsr subsidy 
leRlBlatlon. This le^elatlon was constantly In the courts durlnK the follnwInK 
four or five years, and In the cases of TTnlted States c. Realty (IflS U. S. 427), 
Burden Sufrar Co. i\ Payne (167 TT. S. 127), and Field v. Clarke (143 U. S. ftffl) 
the Supreme Court nf the Fnited States, In dlBCussini; the leRtsIatlon of 189(t, 
declined in each Instance to ko info the eoristltutlonallty of the leKtslatioo. The 
Court of Appeals for the District of Columbia. In the case of United States r. 
Carlisle (S App. Caa 139), held that this smnir subsidy leKtstation was inconstl- 
tntional on the theory that even though an Indirect public benetit result from the 
subsidy, the extent of the prlvnte henetit made the use of public funds llteftal- 
ThiiB, the highest court of the United States which passed on this snbject held 
this type of subsidy le^slatlon UDConstttntlonal. 

In 1R04 (see 28 Slat. .W9), this partlculnr subsidy leglalatlon was repealed be- 
cause nf the (creat unpopularity tbrouKhout the country which attended Its en- 
actment. The must lucid and forceful espnaltlon of the questtons snrroundlnR 
the constitutionality of subsidy legislation were stated In the words of that 
eminent Jurist. Mr. .Tustlce Cooley, as quoted In the case of the HIchtfran Snuar 
r<i. r. DIx (124 Mich. 674) : 

" But It Is not In the power of the State, In m,v opinion, under the name of ■ 
bounty, or imder any other cover or suhterfnite, to furnish the capital to set 
private parties up In any kind of business, or to subsidise their buslnens after 
they have entered upon It. A bounty law, of which this Is the real nature. Is 
void, whatever may he the pretense on which It may be enacted. The rlpht to 
bold out pecuniary Inrlucements to the faithful perforn'ance of public duty In 
dauKerons or responsible position.* stands upon a different footlOK altORetber. 
Nor have I any occasion to question the rtftht to pay rewards for the destruction 
of wild beasts and other public pests ; n provision of this character beiufc a mere 
police regulation. But the discrimination by the State Ijetween different claBsea 
of occupations, and the favorlnR by one at the expense of the rest, merchandls- 
Inft or mllllnR, prtntlnfr or railroading, Is not letdtlraate lefdslatlon, and Is an tn- 
vastnn of that equality of rieht and prlvlleite which la a maxim In State (rovem- 
Dient. When the door (s once opened to it. there Is no line nt which we can 
stop, and say with confidence that thus far we may jjo with safety and propriety, 
but no further. Every honest employment Is honorable; It Is beneficial to the 
public: it deserves encouraitement. The more successful we can make It, the 
more does It (renerally subserve the public good. But It Is not the business of 
the State to make discriminations In favor of one employment ajralnst another. 
The State can have no favorites. Its business is to protect the Industry of all, 
and to fdve all the benefit of equal laws. Tt can not compel an unwllltna 
minority to submit to taxation In order that It may he^ upon its feet any busi- 
ness that can not stand alone. Moreover. It is not a weak interest only that can 
irfve plausible reasons for public aid. When the State once more enters upon 
the buslnesi of subsidies, we shall not fail to discover that the strong and 
powerful Interests are those most likely to control legislation, and that the 
weaker will he taxed to enhance the profits of the atroiifjer." 

Following tblB reasoning, the State courts have consistently held that the 
legislature can not transform taxation for a private purpose Into taxation for a 
public purpose by n mere declaration that It Is for a public purpose. 

See East Sazlnaw Sugar Manufacturing Co, v. State Auditors (9 Mich. 326). 
Lowell V Boston (Ul Mass. 4M), Clee v. Sander (74 Mich. 692), McConuell v. 
Ham (16 Kans. 228). In re Page (60 Kans. 842), In re Stanfords Estate (128 
Calif 112). Den) v. MUsIsslsslppl (107 Mo. 484), People «. Salem Township 
Board (20 Mlcb. 482), (Commercial National Bank v. lola (2 Dili 8f«). 

Tliese cases were the result of legislation directing subsidies to be paid to 
persons building trees over hurnt districts; providing for seed grain loans to 
farmers whose crops were destroyed : converting payments of part of a tax on 
insurance contracts to be turned over to volunteer fire departments, r-*-'— 
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__„_-', etc. 

All of the court deolsinns tn this coantry on tbe queatlmi of anbBtdy natarallr 
refer to tbe inherent qufxtlon an to whether the object of the sobiddy Is ft public 
bent-fit, and In thU connection the caaes ronetstentl; have held that the term 
" put>I>c purpoee " as employed to dwiote objects of tasatlon, has no relation to 
the ardency of the public need or to the extent of the public beoeflt to follow. 
It \n, on the otber hand, a term of clafwlfication merely used to dlatlnfrulnb tbe 
objects for which, nc<H>nllng to eenernl usniEc, the Government la to provide from 
thofle n'blch by llk» uMtice are to be left to private Inclination, Interest, or liber- 
ality. Where there has been mibfildy Ipfcislatlon, the result of wbich clearl; 
wnK for a public purpose, although conpled with a private benpQt, the letEif^latlon 
has been declared nncnnstltutlonnl ns <t whs In excels of legislative HUthorlty. 
(See leglslatton enscted In Wisconsin, n-tntlng to storege of debris of mines for 
irhat was clearly a public purpose, hut iilxo resultlnK In private benefit. Held 
unconstltatlonal In the case of WbitlnK f. Sheboygan, 26 Wis. 167.) 

Tile proposed lefdstntlon not only contains the Inherent vice of a subsidy to a 
Kpeclnl interest, hut Ih ncconipnnIe«I by the un-American principle of placing a 
dirpot bnrtlen upon certain special and particular Industries and arts for the 
benefit of sppnrate nod distinct ladnstrleN to which the hounlles are to be paid. 
During the vlolfnt and hpated political dlscnsslons surroundlnft the proposed 
ship subsidies, which were under diwnsslon from liKKI to 1904, the temper of 
the American people was maile evident In the general public disapproval of Rov- 
ernniental subsidy lo tbe shipbuilding Interests, even though It hiid to he gen- 
erally admitted that some action should have been taken tn encourage the de- 
velopment of the American merchant marine. At that time, however, the second 
vicious principle contained In this proposed legl-^tallon was absent, and at no 
time In the history of the American Oovemnient has leglalatfon ever lieen pro- 
piiseil with any degree of confidence contemplating the tasing of one Industry 
fur the specific twnetlt of another. 

If by any chance a subsidy to be pnlil to gold-nilnlug cori>oratlonB were desir- 
able and constltntloiinl, the funds for such snlwldy should come from the Gen- 
eral Treasury of the people of this country on the theory that the reason for the 
mihsldy was a proKpectlve and contemplated benefit to the Nation as a whole. 
It would be a clear case of rohhin); '■ Peter to pay I*nu1 " If the Income of certain 
selected Industries were to be converted into the trensnry of other Industries. 
Allured or actual deficits of private corporations should In no way be replen- 
ished from the revenue of other private cori>orHHona. Even though It he as- 
sumed that these other corporations are engaged In n hnslnpss pouple<1 with a 
public Interest, payment of the proposed premiums and subsldlea would not only 
Iw an Inducement toward prosjiectlve wnste and Inefficient management, but 
(vould place an llloelcal, unnecessary, and unsound financial burden upon those 
other Industries which In no way would be a partj' tn the profits of the gold- 
niitilng Industry, but In fact would be replenishing alleged operating deficits. 

In defense of the subsidy provisions of this legislation, the proponents of the 
niensure have contended that the subsidy la justified to counteract what th^ 
have called the present subsidy which It is alleged is paid to the arts and manu- 
factures using gold. Tbe reasoning on this point Is, to say the least, weird. It 
IB contended that the users of gold are purchasing their commodity for less than 
the actual cost of production, and that for this reaaon the users of gold are en- 
joying a subsidy at this time. 

Asmmlng that this Is true. It Is certainly a fact that any undue enrichment 
accruing to the users of gold at present because of tbe fixed price of the com- 
modity Is in no way tbe result of a bounty or subsidy legislated by the Federal 
GoTemment. This is particularly true because of the fact that the nsera of gold 
are tn no way restricted for their supply to tbe gold-mining corporations of thii 
eonntry ; and can purchase, as they do, from the United States Mint, or from 
tbe gold markets of the world. 



The propose«l tax on the arts anil manufactures usini; jiold amount" lo a levy 
of 50 per cent, and is proposed at a time when Industry confidently expects 
gradual reduction of taxes. 

The consenauB of opinion of the merchants who would be affected by the 
taxation features of the proposed measure is to the effect that u tax of $10 per 
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ounce an gold used in tbe atts would without doubt seriously affect the lDdB»- 
trles Eutd artfl affected. The cost of gold Iwlufc $20.67 per ounce, as fixed by 
leglslatloD, a tax of $10 per ounce amounts to 50 per cent of tbe cost of the raw 
material In the Industries affected. No tax of such an extreme amount can have 
an effect other than tbat of dlstaitilng, unaettllBg, and diminishing the buslnese 
activities and expansion of tbe iodustrles coucemed. 

Moreover, the business men of this country have every reason to expect a 
gradual diminishing of the tax burdens placed on them during the war, and 
could hardly be expected to bear with grace and equanimity a 50 per cent tax 
levy coupled with a clear declaration that such tux levy was to be turned into 
the coffers and surplus accouiits of another and distinct industry. The Indus- 
tries affected would no doubt never lose sight of tbe fact that during tlie yeaiB 
when the Bold-mlning corporations were producing gold at n very low cost and 
amHHSing large profits, no reciprocal arrangement was In existence whereby the 
users of gold did procure a subsidy from the producers of gold who were 
amassing large fortunes. 

POINT V. 

The legislation in its present form Is replete with ambiguities and miworkuble 
provisions. 

At this time no detailed criticisms of tbe provisions of the act will be sub- 
mitted, as we can not believe that your coninilttee will tafce favorable action on 
the bill In its present form or even if amended. 

It Is Interesting to note, however, that the special Interests behind this le^s- 
latton, ill the framing of the bill, have Intentionally or otherwise placed the 
manufacturers of i;old merchandise In this country at a disadvantage as com- 
pared with the manufacturers In Canada and abroad. 

It can not escape the attention of the committee, we believe, that the bill iis 
framed In no way guarantees that the proposed revenue will be sufficient to pay 
the proposed subsidy. Should the arts and manufactures use less gold than Is 
produced, the difference will have to b^ paid from the United States Treasury 
and additional taxes will have to be levied therefor. 

The provisions of the bill which divest Congress of the power of legislating Id 
regard to tosea to be paid after May 1, 1925, are, to say the least, novel in the 
history of American legislation. We can not lielleve tbat Congress would or 
could confer upon ii sepnrate board the power of adjusting the taxes on users 
of gold as provided In section 5 of the bill. 

We wonder whether the proponents of the measure were really sincere in 
proposing that the subsidies provided lu the measure should be paid to even 
those producers of gold who are at present mining gold and selling same at a 
profit. Could the framcrs of this bill seriously ask Congress to pay Ibe subsidy 
to those goltl-nilne companies which are now conducting their enterprises at a 
profit? Since when has Congress received authority for making gifts to special 
Industries? 

We wonder why the pn^Kinents of tills measure have failed to call to the 
attention of the Ways and Means Committee the fact that the additional bonus 
paid to gold producers would luunettlately create a corresponding and no doubt 
Justified demand on the imrt of labor employed In the production of gold for 
Increases in wages. 

Is it not evident tlmt this legislation would again be establishing a vicious 
circle and that any supiwsed benefits from the subsidy would Immediately 
disappear OS tbe' cost of production would mount through the increased demands 
of tabor? 

The bill as drafted entirely overlooks the fact that If costs of production 
should materially increase, the amount of bonus provided In tbe bill would 
certainly be Inadequate if it l^ assumed that It Is adequate at present. On the 
other hand, if the costs decreased. Is It not self-evident tbat tbe subsidy becomes 
an outright gift for a fixed period of years? 



It is respectfully urged that the bill under consideration be disapproved by 
the committee on the grounds of Impracticabllfty,. lack of necessity, aud uncon- 
stitutionality. To tax one industry for tbe lienefit of another is abhorrent to 
our form of government, even though the Industry to be suhaldlKed were actiag 
solely for the public welfare, which is not the fact in this case. 
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All disinterested antborltlet anree that tfae artificial stlniukatloD of gold 
prodactton would greatly cllstorb our present free gold market. In no case In 
American hlBtory has a subsidy of this nature been upheld b; tbe courts of the 
Und. 
Retqtectfully submitted. 

JawELBas' Vioujtvct CoMMrnKx (Inc.), 
Harkt C. Laetbb, Chairman. 
G. H. NsuKiB, 
ROBXBT B. Stkcle, 

Subeommitlea on Gold. 
Jena 1, 192a 



Fesbuabv 11, 1019. 
To the honorable the SRcarrAsy of the Tbeabuby. 

Sn: On NoTPmber 2, IBIS, yonr predecessor appointed tbe undersigned a 
committee to InvestUate preset condltlops In tbe gold-mining industry and to 
study tbe problem carefully and thoroughly with a view to definitely ascer- 
tatntng all the difflcultfes confronting ^id produettoii and submitting sugges- 
tlona of same and sound methods of relief. , 

The nature of the problem submitted to the committee was well stated In tbe 
letter of Secretary 5fcAdoo to Delegate Sulzer, of Alaska, under date of Jnne 
10, 1918, to whirh reference has been made In almost all resolutions or discus- 
sions of th» subject since that time. That lettM' Is reproduced herewith. 

At that time the war was at Its height and there was every prospect of a pro- 
longed war. Contrary to the belief apparently entettalned in many quarters, 
the structure of banking credit In any country during war times does not depend 
very much, ff at all, on the amount of gold that can be made available as a 
reserve for that atroctiire. Undoubtedly the rise in prices li\ this country since 
iei4 is to n great extent due to the heavy importations of ^Id during 1915 and 
1916. but It does not follow that the export of a corresponding amount of gold 
at the present time would operate to bring down prices. As a matter of fact. It 
Is the judgment of this committee that it would not so operate until we Imve 
reached or approached normal peace conditions. In time of peace the gold re- 
serve is uniloQbtedly an Important factor In controlling the credit structure, but 
in time of war that structure Is determined by other causes. This distinction 
is sometimes overlooked, and much Inaccurate thinking Is due to this oversight. 
Under war conditions the imperative m-ceRslty of the Government for the pro- 
duction of war essentials determines Government expenditures, and this expen- 
diture can not be modified to meet the banking needs of the country ; on the 
contrary, the banking policies of the country must conform to the flscal policy 
of the Government. lender these circumstances, the only way In which the 
expansion of banking credits can be cbecked Is by a reduction of civil demands 
to correspond with the expanding needs for Government expenditure. The credit 
Mveii through this reduction pr civil deniands becomes available to the Govern, 
ment through the purchase of Government securftli's or through the payment of 
tfi:ces. To the extent to which such saving and resulting investment does not 
take place Government obligations must be taken by the bankti, giving rise to 
credits to the Government which create uddltionnt purchasing power for the use 
of the Government. This additional purchasing power, In turn, cimipetes with 
the demands of private Individuals, driving up prices against the Government 
and against the dvtl consumer and ultimately ImpHlrs the Individual's pur- 
chasing power to an amount mnghly equivalent to tbe Impairment that might 
better have been brought about through voluntary saving. The credit structure 
thus erected depends Inevitably upon Government needs and upon the willing- 
ness and ability of the community to Impose upon Itself voluntary restraint In 
expenditure. In other words, the stnicttire will be high If the coniuiimlly falls 
to save. 

The results in saving achieves! In the United States were remarkable, but no 
program of saving can be Instantly put Into effect, and the expuusion of th« 
credit structure that look place under these clrcumstancea was inevitable and 
could not have been controlled through any reductlou In tlie gold reserve. 
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This being BO, aud a long war being believed In prospect, tt was important to 
maintain a strong gold reaerre in order tbat lliere might be no impairment of 
confidence in tbe convertibility of our currency and in oar abilttj' ultimate to 
settle any international Indebtedness In gold. 

The cessation of hostilities has radically changed this situation : and, with the 
change In tlie situation, any need of particular efCort to promote or stinmlate 
our gold production which may have eiisted has ceased. There Ib now no 
danger of an impairment of confldence. The dimensions of our flDanclal prob- 
lems are becoming clear, and we know that we can without iiermaneut vtrala 
meet any Unanclal requlrcnient the Governiiiept will be willing to asNunie. Some 
further espanslon of credit may result from our expenditures for demoblUzatioD 
and readjustment, but we can look forward to a comparatively early contrac- 
tion of ofir credit structure, with the attending circumstances of a free K(>Id 
market and a gold reserve that shall once more perform Its normal function of 
regulating credit coniHtlons. That movement will, we believe, be both preceded 
and accompanied by lower commodity jHloes. 

Under these circumstances there Is, In our opinion, no need for artlflc-lal 
stimulation of gold prodntMlon. Not only has any need therefor passed, but 
there have come into operation causes tt)at will In due time restore all Industr?. 
Including the mining of gold, to a normal basis. Gold mining will then become 
again normally profitable and reqxind automatically to normal stimuli. 

It Is therefore the Judgment of this committee that no steps should be takim 
by the Government to stimulate or promote the production of gold. 

The representf^ttves of the goid-mlnlng Interests very properly base<l llielr 
sugg^ions for relief on the public necessity for a larRCr production of gold, on<l 
not on the hardships snlTerMl by them as parties interested in Hn Industry in 
which the margin of proDt had been turned Into a loss. They recognized thnt 
such diminishing proHts and such losses were Inevitable under the shifting con- 
ditions of war, and that merely as producers they liad no better claim to rdlef 
than any other section of fhe community sulTerlnK a reduction of profits or incur- 
ring losses under the changing Incidence <if war conditions. 

In the coarse of Its consideration of the subject referre<l to It this ctiunnlltee 
has conferred with a committee appointed by the Aoierlcan gold cnnfereiioe 
held at Keno in August, 1918, under the presidency of Gov. Rmmet D. Doyle, of 
Nevada ; II has hod the benefit of the very complete survey of the conditions uf 
the gold-mining Industry contained In the report dated Oc^^be^ 30, IfllS, of tlie 
committee appointed by the Secretary of the Interior to study the gold sltunMiH), 
of which Hennen Jennings. Esq., was chairman, and of the report dateil Novem- 
br 29, 191S, of the gold production committee appointed by the commissioners of 
the British treasurj". under the chairmanship of Ixtrd Inchcape; they have cim- 
ferred with or securetl the views of Prof. Irving Plsher and other eminent 
economists, besides which they have had referred to them a considerable VDlume 
of correspondence expressing widely varying views which had been retelve<l by 
the Secretary of the Treasury and the Director of the Mint 

It Is Interesting to note that the British treasury committee arrived nt the 
same conclusion as that which we have reached. 

We can not refrain from expressing gratlflcHtlon at the substantial unaudmity 
of opinion among those whose position or experlHice entitled their views to 
respectful consideration against saggested measures of relief that would have 
bad a tendency to undermine or upset our standards of value. 

Respectfully submitted. 

Al^KBT Stiaitss. 
Edwin F. Gay. 

Uatmond T. BAKtUl. 
RUUET D. BOYIX. 
POPB Yr^TUAI*. 

BxHisn 2. 
INew Tork TrlbaiM, Thnnds; moniiiiB. llsy 2T, 1930.] 

NATIONAL DIfFLATtOK. 

The post-war period has steadily vindicated the i>rinclples of old-raHhloued 
political economy— those so-called natural laws of production and Intlustry for 
some time derided as archaic and not applicable In a society which Is master of 
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J 
Ita own destlnr. But erents are la accord with the pradlctlons of professors of 
the dlamal science. 

The latest Information concerns wttat baa happened to the gold supptj-. There 
Is a rapid diuilnutloQ. due to the cloelDg of mlDes from the rise Id the wage rate. 
The price of gold ($20,87 per onnce) does not fln«tuaCe, but, with tlie wages of 
miners and the cost of mine supplies doubled, low-grade ore Is not lifted and 
reduced. In 1914 tbe world's production exceeded 22,000.000 ounces. In 1919 
It was appro* iDiately 16,000,000 ounces, and this year It will probably not exceed 
14,000,000 ounces. 

Thus there la automatic deflation, for a shrinking of the base contracts the 
credit Btmcture It carries. A violent rise In wages shuts down mines which 
operate under conditions wbere gold making is a manufacturing Industry, 
and under thp quantitative theory of money the price pendulum should slew 
down and thm swing the other way. The number of days or hours consumed in 
merger workings to produce an ounce of gold fumlf^es a measure of otber 
time comjiensatlon or wages. 

The effect of a decrease In gold production is, of course, not Immediately 
felt. What counts wltb respect to deflation Is not the annual production, but 
the total existent gohl supply of tbe world available for money nse. This has 
been about 400,000,000 ounces. So n fall off In production of 10,000,000 ouaoaft la 
relatively small. 

But, on the other hand, there Is a regular normal Increase in the demand for 
gold through an expansion of boslncHs. There are also the gold reciuirements of 
the arts, in recent years very heavy. LlkewlRe, private hoarding of gold, xtii-li 
as now marks Europe, makes gold dead. But biiardlug Is offset by au<-b ditt- 
slpatlons as have occurred in RusrIh and the ccutrat nations. The treasures of 
the Cear and the two Knisers are coming Into circulation. Taking these factom 
together, it Is probable the money gold xtock of the world la about what it was, 
but will sOcn tend to diminish. 

It Is urged on the Ways and Mean.* Committee to grant a bonus to the gold 
miners, or (which would he the same thing) to count their product as worth $20 
an ounce. This would obviously prolong and Intensify Inflation. A stronger 
argument can be made for the contrary proposal — to lay a tax on gold mining 
further to reduce the gold output, and thus to achieve deflation gradually. ThJe 
world now sees the evil of money too clieap, and it was most fortunate that this 
country did not accept Bryan's advice, if u SO-cent dollar Is uncomfortable, a 
25-cent one would be more so. 

Exhibit 3. 

[New Tork World. May 27, 1S20.] 
GIUirNG UOLD. 

The Government price of gold Is $20.87 a fine ounce. But representatives of 
gold-mlntng companies are complaining to Congress that at present prices of 
labor and matra'Iat it la costing them about $30 an ounce to mine the metal. 
They therefore modestly ask that an excise tax of $10 au ounce be impose*! on 
all gold taken for use In the arts and that the proceeds of this tax be turneil over 
to them as a subsidy. Otherwise the mines may have to shut down entirely, as 
they are now shut down In part. 

Sliver used to be accounted a pretty nervy suppliant for Government assist- 
ance. But silver never asked for more than half a share with gold In the 
monopoly of the standard monetary market. Gold la now In exclusive possession 
of that monopoly, and yet demands something more. It wants an ont-and-out 
subsidy In gold. It wonid gild Itself at the public expense. 

We already have too much gold. That is why gold Is so cheap relative to labor 
and commodities. This Is a fundamental cause of tbe high prices, which will 
never be broadly and permanently lowered until gold has relatively become more 
scarce and dear. To tax the sulTerers from high prices for a subsidy to make 
gold more plentiful and cheap and prices still higher would be a pretty way to go 
about meeting tbe high-price problem. 

There is no acconntlng for what tills Congress wlU do, particularly In face 
of a presidential election. But the proper answer to the gold-subsidy beggnrs 
would be to let their mines shut down for a while. The labor there employed 
la more greatly needed elsewhere. 
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BxuiBrr 4. 

[TUB Batnrda; BrrahiB PoM itf May 29, ISiiO, p. 2».] 



W« art> to1<1 that praFtlcRll; all gold producers, mme Wall Street in«i, and a 
few banlcers whn sbuuld know better heartily Indorse a proposal to require 
nsem of Kold In Uie nrtH to pay SIO an nuntre more for the metal than Is paid 
by ilie Government for imid bullion that 1m to be minted. One M^nber of the 
House Ib even biickInK n ineeBure to eseinpt prodacera of precious metals from 
expesB-proQts tajen. 

The argument behind these naive proposals Is that If gold miners wq« thus 
■uhsidlsed, rising production costs would bear less heavily upon th«n, and 
they would be stimulated to work mines that are not now proQtable, with the 
result that the output of yellow metal would be materially increased. With 
more gold— so the ar^ment mna — we should have more credit, more currtncy, 
more loanable funds, and cheaper money. 

Apparently no coDBlderatlon Is given to tbe fact that If the first of these 
proposals had the force of law our gold coinage would instantly descend from 
Its high estate and become token money, like the copper cent or tbe nlckti o-cent 
piece. That Is to say, Its face value would be less than Its bullion value fnr 
nonmonetary purposes. 

Before tbe war economists used to tell us that rising commodity prices were 
due to the increased gold production resulting from the development uf the 
newer fields. The Idee was generally accepted that as the comniodltj' used foi 
money became more plentiful Its value would be bound to shrink when measured 
In terms of other commodities. In other words, tbe tendency — with certain 
reservations and modifications— was toward a steadily dwindling purchasing 
power. 

Most of ua think that the dollar buys little enough as It is. The whole world 
cries out for a restoration of Its old purchasing power through the natural 
processes of orderiy deflation, but in the face of this cry the proponents of 
artificially stlmtilated gold production endeavor to dam up the high tide of 
prices and prevent Its natural ebb. King Canute and Dame Partington before 
them attempted to regulate the ebb and flow of tbe sea. 

Hippocrates, father of medicine, who flourished some twenty-odd c«tturles 
ago, used to caution his students In words so indisputably wise and so broad 
In tlieir application that they might well be emblazoned la letters of gold od 
the walls of the House of Kepresentatlves, where they would meet the eye of 
every amateur tax Inventor, tariff tinker, and brash member of the PLxIt family, 
who rises in bis place to hurl a legislative monkey wrench into the already 
decrepit economic machinery of the Nation. 

"At least," said this sagacious old physician, " be sure you do no harm." 

The country would be better off if this wise Injunction were more often 
heeded, but the House would no doubt deem it a curtailment of Its andent 
privileges If the Sergeant ut Arms were stationed at the door with ImstructioiiB 
to search every incoming Member and rdleve him of concealed monkey wrsDches. 
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House Coumittee on Wats and Means, 

Friday, December 10, J9S0. 
Tke committee was called to order at 2.30 p. m. by the chairman, 
Hon. Job. W. Fordney, 

Mr, T1HBBEIJ.KB. Mr. Ixjring, president of the American Mining 
Congreas, is here and would like to make a statement. 

8TATEKEHT BT HB. W. J. LOBIHO, FBESIDEHT OF THE 
AXEBICAV HISIHO COHGBESS. 

The Ckauluan. Give your name, address, and the business that 
you represent, so that we will understand you. 

Mr. LoRiNQ. W. J. Loring, president of the American Mining 
Congress, San Francisco, Calif. Would you like to have all the posi- 
tions that I occupy as well ? 

The Chairuan. Well, if you desire to give them. 

Mr. LoRiNQ. President and general manager of the Carson Hill 
Qold Mines Co.; president and general manager of the Pacific Coast 
Gold Mines Corporation, managing director Plymouth Lode Gold 
Mines (Ltd.), and I also hold various director^ps and managing 
directorships in other companies. 

The Chairman. All right, Mr. Loring, we will he glad 'to hear from 
you, if you will tell us how much is being produced, how much was 
being produced before the war in the Unitea States, and how much ia 
being j}roduced now; what percentage of the producers are out of 
commission because of the high cost of production, and so on. 

Mr. LoBiNO. The production of gola in the United States prior to- 
ils entrance into the war in 1915 was about $100,000,000, and the 
production this year is estimated at less than $50,000,000. And that 
IS due to the hign cost of production, high cost of wages, and supplies 
and power. To work it out on a percent^e basis of the mines that 
have closed down would be a very difficult task. The low-grade 
mines have all closed down. There are only the higher grade mines 
and those low-grade mines having a rich vein in them that are now 
producing. 

Mr. Garner. See if I understand you clearly. TlieTe is labor cost, 
the cost of supplies, and the power costs. Now, I understand about 
the labor and the supplies, but what increases the cost of the power \ 

ftb*. LoRiNO. The power companies claim that the cost of producing 
power is a great deal higher. 

Mr. Garner. It all goes back, as I understand it, to wages. The 
power companies charge more because it costs more to produce th& 
power. It all really goes back to the supply of labor. 
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Mr. LoBiNO. To the increased coet of supplies and labor. 

Mr. Gabneb. And as my good friend, Uncle Joe Cannon, would 
sav, "in the last analyBis," it is the labor and supplies. 

^Mi. LoBiNO. That is riebt. Now then, to continue on the per- 
centage basis, as I said before, the low-grade gold mines have closed 
down, every one of them, and that has been caused by these three 
items that I just referred to. 

And the low-«rade mines of this country are the mines that are 
the backbone of the gold industry, because they cbntain millions of 
Uma of ore. They are abeady developed, equipped, and were m 

foing condition when they were forced to close down. They closed 
own because they could not meet expenses in treating the ore. 
They had been able to do it with profit before the war and before 
the expenses appreciated. And in some cases the mines have been 
abandoned. I know of several that have been abandoned and never 
will be reopened, but I know others that are operatic their pumps 
at a considerable cost in the hope that they will get relief. 

And without the relief that the McFadden bill will give, a large 
number of these mines will go out of existence entirely, and when 
they do pass out of existence there will be millions of tons of ore, 
oontainii^ mUlions of ounces of gold, that will never be worked 
f^ain. 

Now then, so far as these mines are concerned, it would appear to 
me to be rather wasteful to have them pass out of existence and then 
search at a later date for new mines to replace those that we already 
know about and already have large ore reserves available. To keep 
aUve these mines is our only motive, that they may produce the gold 
already in sight. Thev are already developed ana equipped, with 
large reserves of gold-bearing ore, and it is difficult these days to 
find new mines that will replace these old mines by searching for 
new ones to replace those that we already know about. 

The prospector has been driven from the gold areas of the United 
States for the same reasons that have rendered gold mining as an 
industry unprofitable. It is apparent that unless the industry itself 
was profitable no capital would oe available to aid the prospector in 
the development of a new prospect. The gold fields of the United 
States ^ter the Civil War were lareely unworked. Since then large 
volumes of rich placer ^avel ana quartz-bearing ore have been 
removed, which seriously lessens the prospect now for the discovery 
of new gold-ore reserves. If our present gold-ore reserves are allowed 
to be wasted, because they can not be reclaimed at a later date, we 
can not expect with success to replace them in the future. Relief 
must be provided now if the present developed gold-ore tonn^e is 
to be saved from total loss. 

The Chairman. If I am correct^ I saw in August^ I think it was, 
a statement — ^I was on the Pacific coast at that tmie — that thoae 
mines in southern Alaska 

Mr. LoBiNO (interposing). At Juneau end Douglas Island 1 

The CHAmHAN. Yes; that tbey had ceased producing gold alto- 
gether, and the owners have purdiased from the Government a 
large tract of timberland and nave begun the production of pulp 
wood for paper. Those people have abandoned* their mines alto- 
gether; that is, they have abandoned them for the present, as the 
coat of production is so high. 
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Ut; Gabnbb. Mr. Loring, would you care if I asked you a question 1 

Mr. LoBQfO. I ehaU be glad to have you ask me any questioos 
you may desire to. 

lb". Gabneb. I agree with you, as one member of the committee, 
that it is desirable not to close down these mines. We should 
^OYiduce the gold in this country, as we produce any other commodity 
th^t is necessary for the traosaction of the business of the country, 
but the reason that your gold production has been reduced is because 
it isn't worth as much as other articUs that you can get for the 
same amount of money. There has been a disposition among the 
American people, and it has been reflected through its Iwislatures, 
national and State, to reduce the cost of living. "Diat ten£ to make 
gold worth more, does it not i 

Mr, LoRtMG. Yes, sir. 

Mr. Garner. So if they succeed, and if the American people get 
back to normal as they were prior to the war, and the labor costs 
and the supplies and the power cost is reduced to the prewar cost, 
then you wiQ be able to continue as before the warf 

Mr. LoaiNG. I would like to answer that — I am glad you asked 
the question. Wa never hope to get wages back to mtiere they 
were before the war. Wages were very low before the war. but 
some other commodities, supplies, and materials will come down, 
but I suppose it will be 10 years before we can hope to get the cost 
of supphes and all other commodities and everything that goes to 
make up the working costs back to wh^e they were before the war. 

Mr. Garnek. You think it will be 10 year before the gold dollar 
will purchase as much as it did before the war t 

Mr. LoRrao. Yes; I should say, emphatically, yes. Not only 
that, hut such large sums of money have already been expended 
in the development of these mines that we are discussing now that 
that money is lost, becaiise if a mine is once abuidonea there is a 
aeat deal of depreciation, which is very rapid. Water will rise in 
them and the timbers will rot — not under water, but the timber^ 
will rot before the water comes up to the timbers— and the surface 
i^t deteriorates very fast. The surface plant on a mine after it 
has closed down for two or three veBis would not be worth 25 per 
«nt of the value when it was closed, due to the evaporatiooi of 
moisture from the timbers and woodwork, and rust attacks the 
machinery. Further than that, these large gold mines in this country 
are not only very finely equipped with machinery and plants, but 
they have a lai^ staff of very valuable officers who understand 
the mine and their peculiarities, and they are all different, everyone 
having its own peculiarities. Those men get scattered all over the 
count^ and the first thing you know you haven't any men to start 
the mine up with. 

The Chairman. What you are suggesting, Mr. Loring, before the 
committee that should be done, is i 

Mr. Gabneb. What is your remedy 1 i 

Mr. LoBiNQ. The only remedy I can see is the MoFadden bill. 
It will save a part of this industry, some c^ it. This will be some 
reUef : of course, it will not cover the inoreased ooeta, but we think 
it will save a luge number of mines from destruction and tot^ 
abandonment. 
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Mr. Gabkeb. This bill propoeee a tax of $10 per ounce to be placed 
in the Treasury Department and ultimatdy distributed among the 
gold producers of the country ? 

Mr. LoBiNO. Yes, sir; the producers of new gold. 

Mr. Gabneb. The producers of new gold % 

Mr. LoRiNO. Yes, sir; the producers of new gold. 

Mr. Gabneb. Those who pay the tax are the people who use the 
gold in the arts and sciences, or would it apply to bU ^Id 1 

Mr. LoBiNQ. No; just to the arts and sciences. 

Mr. Oldfield. Jeweliy and articles of that kind f 

Mr. LoKiNO. Yes, sir. 

The Chairman. If I am correct in my recollection, it was stated 
here last spring when we had these hearings that in the United States 
at the present time $75,000,000 to 180,000,000 per year were used io 
the manufacture, in arts »nd industry, is that coirectt 

Mr. LOBiNO. Yes, sir; about 181,000,000 for 1919. 

The Chaibhan. About S81,000,000 per yearl 

Mr. LoBiNO. Yes, sir. The consumption of gold during 1919 wu 
some $21,000,000 more than the production tor the same period, 
more than the production out of the gold mines of the United States. 

The Chairuan. And that year we produced about $58,500,000 
worth of gold * 

Mr. LoBtNG. Yes, sir. 

Mr. Gabneb. I did not quite understand your statement. 

The Chaibhan. They used about $21,000,000 more of gold in the 
manufacture in arts and sciences in 1919 than was produced in the 
United States. 

Mr. LoRiNQ. Yes, sir. 

The Chaibhan. And we produced about $58,500,000 for that year. 

Mr. Gabneb. About $81,000,000 worth wss used in the arts and 
sciences during theyear 1919) 

Mr. Oldpibld. That all came out of the Treasure, out of the 
bullion ? That was probably old stuff that was probably reworked; 
you do not mean that that came out of the Treasury t 

Mr. LoBiNO. I do not think that it was all new gold, but there was 
not a great deal of old gold. I think about three and one-half milUon 
dollars of it was gold coin that was used. 

The Chaibhan. Here is a statement by some gentleman at that 
time. Well, without looking up who it was, the gold is not con- 
sumed or destroyed in its use in the arts, which is clearly substan- 
tiated from the fact that the gold held by the Federal Keserve Board 
at present amounts to $1,953,103,000, approximately, equaling the 
total production of gold in the United States durii^ the last 24 yeais, 
or from 1895 to date. Well, but he does not include the importation 
of gold. He is speaking of the production. He states furtb»mor8 
that the proponents of Uiis measure point with alarm to the amount 
of gold that 18 eoing into the arte. Well, he does not include every- 
thmg there ana by years. 

The actual figures in that connection follow: 1914, $46,520,000; 
1915, $37,820^00; 1916, $54,061,000; 1917, $52,915,000; 1918, 
$62,409,000. Then he goes on, but he does not cover all of the 
points that are covered by the men that are in favor of this bill. 

Mr. Lobinq. Now, I would like to rave you a few little detuls in 
closing, about some particular cases that I am connected with that 
m^ht be of interest to you. | 
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One mine was reopened in 1914 at a cost of nearly $1,000,000. 
We began our milling operations in 1914. At the first the working 
coat was S2.89 per ton. Its cost has risen until it is $5.99 at the 
present time. Now, that is an extreme case. 

I have another one that we expended a little over 11,000,000 upon 
and developed 800,000 tons of ore. That was ore buore the war, 
and the cost for carrying on that operation has increased it until it 
exceeded the value w the ore by tl.58. So, we have had to close 
that property down, but we still keep the water out of the mine, 
bomng to get some rehef . 

The Chaibuak. Where is that mine situated, where is it located t 

Mr. LoBiNQ. That mine is located in California; both of these 
mines are in California. 

The Chairman. Well, the appeal that you are making to the 
committee, or the request, is that Congress place a tax upon the gold 
bullion used in manufacturing for the oenefit of the producer on the 
gold to be distributed in the amount of gold each operator produces t 

Mr. LoBiNO. That is right. 

The Chaibhan. In order to bring back normal production of 
goldt 

Mr, LoRCNO. Yes, sir. 

The CsAiBHAN. The price of gold did not decrease in value, but 
the cost of production has more than doubled up during the war! 

Mr. LoBiNQ. That is so. 

The Chaisman. As a result of that, all those mines are running on 
a smaller margin of profit ? 

Mr. LoRiNG, Yes, sir, 

Mr. Gabneb. Mr. Loring, have you ever had an attorney look 
into the constitutionality oi the proposition of the power of Congress 
to levy this kind of a tax for the purpose for which it is supposed to 
levy it J 

Mr. LoRiNG. I have not. Perhaps Mr. Lawrie could answer that 
question. 

Mr. Oabkbb. That was just a thought which occurs to me that 
the Constitution says something about the power of Congress to levy 
taxes and the purposes for which levied. You know some of our 
friends sometimes levy taxes for protection, but they always put in 
"for revenue" so as to get by the Supreme Court, and I was just 
wondering whether any question of constitutionality with regard to 
levying taxes. Congress levying taxes on certain people for the 
purpose of transferring that money to some other people in the 
ITmted States, had ever been raised. I do not think that I have 
ever heard of that kind of a proposition before. It has never come 
under my observation. I was just wondering whether that question 
had ever been raised. 

Mr. LoRiHo. I think probably Mr. Lawrie can answer that ques- 
tion. 

8TATXXEHT BY KB. H. F. LAWBIE, ECOHOUST OF THE AHEB- 
ICAH XIKINO COFaBESS. 

The Chairman, Kindly give your name to the reporter and the 
business you represent. 

Mr. Lawrie. H. N. Lawrie, economist of the American Mining 
Congress. 
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The subject of the constitutionality of this bill was discussed briefly 
before the last hearing upon the adjournment of Congress, end at 
that time Mr. McFad(^n made the suggestion of an amendment for 
the heading of this bill which would show that it was for the purpose 
of levying taxes for revenue, as well as for the other purposes con- 
tained in the act. That upon the point of the constitutionality 
there could be very little question. Inasmuch as the Government had 
already fixed the price of gold it should also have power to administer 
and to so change it as to insure the production of new gold in the 
countrv. If the Government has the constitutional power to fix the 
price, t believe the provisions of this bill as above -amended would 
be constitutional. 

The Chaibhan. Thank vou. 

Mr. Lawrie. I desire to tnank you for the opportunity of appearing 
before the committee. 

The Chairman. We want to thank you, Mr. Lawrie. Is that allt 

Mr. Lawrie. That is all unless you wish to ask me some queetions. 
I would like to furnish you with details of certain operations that I 
know of, if you would like to use them. 

The Ciiajrman. If they are not too voluminous we will be glad to 
have them. 

Mr. Gabker. You can extend your remarks in the record. He 
can extend his remarks in the record, Mr. Chairman, and the com- 
mittee can look them over. 

Mr. Lawrie, All right. 

Mr. Garmer. I want to suggest, Mr. Chairman, that if this bill iB 
going to be taken up in executive session and gone over it might be 
wise for the clerk to refer the bill to the Attorney General. It does 
seem to me that there is some question as to the constitutionality of 
it, and the very fact that the proponents of the bill surest to add, 
"for revenue" shows that there is some thought among themselves 
that might be wise to get under protection. 

The Chairman. I thmk that would be a wise thing to do before 
we take it up for final consideration — to get the opinion of the 
Attorney General in the matter. 

Thank you, sir. 

Mr. TiMBBBLAKE. Mr. Chairman, Mr. Callbreath, Secretary Amer- 
ican Mining Congress, is here and Mr. Gamer asked a question of 
Mr. Loring as to when, in his opinion, normal times would come in 
this country with regard to the reduction of the cost of labor, etc., 
and Mr. Callbreath would like to reply to that question. 

The Chairman. Briefly, we would be glad to have him do that; 
be very brief, as we have some other gentlemen here who are to be 
heard. 

STATSKEHT BT US. 3. F. CALLBBEATH, SECBETAET OF THE 
AHEBICAV MINIHe C0170BESS. 

Mr. Callbreath. Mr. Chairman, the question of when the prices 
will assume Uieir old-time levels is one which compasses the economics 
ot the worid. 

p Our prices are fixed in ^Id standard countries upon the level <n 
the gold frtiich maintains uiose prices. We had in the whole worid 
prior to the war about ten billion dollars' worth of gold. That amount 
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hfiB remuned pracUcallr stationery and remainB practicallT statioo- 
sry now. We had in this country one and three-quarter billions of 
gold at the outbreak of the war. During the first two years of the 
war we took from Europe about one and one-quarter billions of gold 
ao that our gold stock in 1917 amounted to about three billions of 
dollars, or practically one-third of the gold supply of the world. 
Since bhea we have lost by exportation about a half billion doUars of 
gold. 

Prior to the war, with our one and three-quarters bilUon dollaxsi, 
worth of ^Id and our credit money about one-sixth of what it is now, 
we had difficulty at times in maintaining our credit. That was illus- 
trated very vividly by the panic of 1907. I>uring a time when everr 
wheel of industry was in operation and every man who would work 
was employed at the highest wages then known in the history of the 
country, out of a clear sky came a panic which wrecked business and 
destroyed our credit at home, and nad it not been for the fact that 
Our banks closed down their paying-teller windows and practically 
repudiated their obligations we would have been wrecked with a 
panic from which it would have been extremely dif&cult for the 
country to recover. 

That panic proved that the then structure of credit was fully as 
as large if not larger than the then foundation of gold was able to 
support. Since that time we have increased the structure of credit 
many fold, and the present structure now sustained by our two and 
seven-tenths billion dollars of gold is many times greater in propor- 
Uon than the credit structure based on the one and seven-tenths 
biUions of dollars of gold before the war. 

We have taken one and one-fourth bilUon dollars' worth of gold out 
of European countries, which we now have in this country. We find 
our buamess industries stagnant largely because of the fact that 
European nations, lacking this gold, nave neither money nor credit 
widi which to buy our materials. Europe is to-day hungry for our 
copper to rebuild their industries, and in this country we nave laige 
surplus stocks of copper and our production is being cut to nothing 
practically, because of the fact that Europe is not able to take the 
copper, which thev need, but lack the money with which to buy. 

Mr. Gabneb. They have not! 

Mr. Callbbeiath. They have not the money nor the credit with 
which they can buy. Under those conditions our industries are 
stagnant because European finances are not where they ought to be. 

To-day, in London, British exchai^e is very much below par value 
of her gold. In other words, her money is at a discount. We have 
in this country been able to maintain our money at par, because we 
have more than our share of the world's gold supply. 

The Chaibman. Isn't it true that the war has destroyed a great 
deal of property and that 

Mr. CallbB£Ath (interp<»in^ That is true. 

The Chaibhan. The World War has destroyed a couple of billion 
dollars worth of property, and because of that we have the situation 
which is existing to-day. 

Mr. Callbbeath. When are we going to get back to normal con- 
dition t It is going to take years to get back to normal. European 
nations will have to rebuild their cr^t and undoubtedly will draw 
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on our gold reserve for that purpose. When that time comes we are 
going to have even a greater problem than we have now to munttun 
a free gold market and keep our currency at par. So it seems to me 
that it 13 very important that we shall maintain our gold reserves at 
the highest point possible to do by any reasonable means. 

I do not believe that any of you gentlemen believe that wages vill 
ever again get back to prewar levels. It certainly would mean a 
trail of disaster to the country if such a condition should come in a 
brief period of time. 

The Chaibman. Then, the cost of living can never get back* 

Mr. Callbbeath, No; we never will get back to the prewar prices. 
I have studied the matter rather carerally, and it seems to me that 
the most that we can hope for is to get back to about one-third above 
that level. 

The CHAraMAN. Cottoa has gotten back to the prewar level. 

Mr. Callbbeath. True, but it is not being sold and the production 
of cotton is being curtailed. 

Mr. CoFLBT. What about wages, at the same time that we reach 
the level of one and one-third of the prewar rate of wages as compared 
with that period of the prewar? 

Mr. Callbbeath. The rate of wages will be very much above that 
level. 

Mr. Copley. Very much above the one and one-third, but living 
expenses will be reduced to that ? 

Mr. Callbbeath. They will be reduced to that point, but that 
-win mean that the profits will be proportionately less than they are 
now. 

The Chaibman. In Germany to-day the wages are lower than th^ 
Were before the war. 

Mr. Callbbeath. Well, I do not think that we can learn very much 
of a lesson from the situation in Germany, nor in any other country 
in which thCT are so impoveriahed that industry is practically 
paralyzed. Ine point I want to impress upon you gentlemen is this, 
that if we are to protect our credit we must have gold with which to 
do it. We cau not get more gold from foreign countries without 
further decreasing their purchasmg power in our markete. We have 

Kt more than our share now and we must anticipate the probable 
IS of some to those countries in greater need. 
The CtoxotMAN. You advocate the passage of the McFadden billt 
Mr. Callbbeath. Yes, sij*; because it seems to me to be the best 
remedy now available. I do not say that I believe that it is a com- 

Eilete remedy, but that it is a remedy which will enable us to keep up 
he production of gold, thereby conserving ourpresent supply of gold. 
Our gold reserve seems to me very much like a tank from which 
we draw our supply of water with a stream flowing in at the top 
while we are drawing water out at the faucet. We may draw off a 
few barrels more than the intake supplies to-day, because we may 
need it, and we may not need so much to-morrow, bat the con- 
tinuous inflow of newly produced gold will sustain our confidence 
that the supply will always be sufficient. 

Last year lor industrial purposes was consumed $21,000,000 more 
gold than the mines of our country produced. I do not think we 
should continue to depreciate that reserve to which w© look to 
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lapport our credit, and that if we do, sooner or later we will get to a 
point where we will feel doubtful as to the 8ufi&cienc7 of that reserve. 

The Chaibuan. All right. 

Mr. Callbebath. I thank you very much. 

The Chaibman. Thank you. 

Now, Mr. Morris is here and desires to be heard. 

8TATEKEVT BT KS. GSOBGE M. XOBBIS, OF WASEIHGTOV, 
D. C. 

The Chaibhan. Give your name and address and the business you 
lepreseot to the reporter. 

Mr. MoBBis. Geor^ M. Morris, Union Trust Building, Washings 
(on, D. C, representing the Manufacturing Jewelers' A^ociation of 
New York. 

The Chaibman. Now, Mr. Morris, we want to be brief, because we 
have another matter to consider. 

Mr. MoBRiB. For this purpose, Mr. Chairman, I am representing 
the Manufacturing Jewelers Association of New Yoric; and as the 
members of the committee can well imagine, there is considerable 
oppoeition to a bill which proposes to tax one class of our people 
for the benefit of another, which is the case with this bill. I am 
simply representing these people for the purpose of these hearings. 
I thin^ Qo argument is necessary at this time, but we would like to 
have an opportunity to be heard in opposition to the bill and I am 
here to ask whether that hearing comd be announced now or by 
arrangement with the chairman. 

The Chairman. Are you prepared to answer right now? 

Mr. MoBBiB. No, sir; I am not prepared to argue the case, I am 
Bimply representing these people, and I am not prepared to ai^e. 

The Chaishan. You may nle any papere that you want to file 
here in opposition to the bUl, and when we take it up for final con- 
aideration we will be glad to notify you and hear what you have 
(osay. 

Mr. MoBBis. And to-morrow will do to file it f 

The Chairman. Yes. 

Mr. Morris. Thank you. 

The Chatruan. I thmk that would be satisfactory to the com- 
mittee. You may do that. 
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SunOOHHITTEE ON WaTS AND MeANB, 

HoDSB or Kbpresentatives, 

Tuesday, February 1, 19£1. 
The subcommittee, composed of Messrs. TimberUkO; Copley, Badha- 
rach. Garner, and Martin, met at 10 o'clock a. m., Hon. Charles B. 
Timberlake (chairman) presiding. 

Mr. TiMBERitMtB. The committee will come to order. While we 
are waiting for the other membeis of the committee to arrive, do 
any of you gentlemen wish to make a etatementf 

STATEHEHT OF HB. HABiRY C. LABTEK, BEPBESENTIHG THE 
7EWEIEBS' TIOILAirCE COIOOTTEE. 

Mr. Larteb. Mr. Chairman and gentlemen, when we had the pleas- 
ure of appearing before the Ways and Means Committee some time 
ago when this bill was up, in iact, at the closing of t^e last session 
o? Congress and ever since, we have been hard at work preparing 
data and have been in correspondence with the Ways and Means 
Committee asking that a time be given to us to appear before you. 
We have been under the impression that the time of the Ways and 
Means Committee would be so taken up with other matters at this 
session of Congress that they would probably not get around to the 
considering of the McFadden bill. We have a letter from the clerk 
of this committe, under date of December 23, in which he advised 
that we would be duly notified of the time to appear before you for 
a hearing, and at 5 o'clock yesterday afternoon I received a telegram 
stating that a subcommittee would conduct a hearing on Uiis matter 
to-day at 10 o'clock a. m. 

Now, this is a very large and important matter, and we have some 
very important witnesses and very important data which we desire 
to present to you. but on the notice we have had of this hearingit 
is simply impossiDle for us to present it to you this morning. We 
who are here have no arguments to present against this bill, and our 
visit here is with the earnest request that if this matter is to be 
considered at this session that you fix a time for us to appear before 
you with witnesses and data m order that the subject may be handled 
m a proper manner. I can not impress upon you too strongly the 
importance of the information we have been gathering together and 
the importance of the witnesses we deflire you to hear on this subject- 
Mr. Bachabach. Would a week give you sufficient time to get your 
witnesses and information heret 
Mr. Larteb. Yes, sir. 

Mr. Tihbeblake. I think it is the desire of the subcommittee to get 
through with this matter as soon as possible but at the same time it 
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does not desire to preclude any part of your testimony from being 
submitted. I supposed that this notice nad been sent out on last 
Saturday and that you would have had sufficient time to hare your 
witnesses and information ready for the hearing this morning, but if 
you did not receive the Jiotice until yesterday afternoon I must 
apologize for the shortness of same. 

Mr. l.«AttT£B. We accept the apology and thank you for your con- 
sideration. At the same time, however, this is a very large and im- 
portant matter and we would like to be given sufficient time to have 
our witnesses and information here. We nave been engaged for some 
time past in getting all our information together. 

Mr. TiMBERLAKE. That being true it should not take very much 
time to enable you to be able to present them to the committee. 

Mr. li&RTEB. One of our witnesses is in Creorg;ia and there are others 
with whom we could not get in touch yesterday. You want, of 
course, to bear in mind that this bill imposes a 50 per cent tax on 
a very important industry and we should have the proper time in 
which to prepare our information for presentation to you. 

Mr. TiMBERLAKE. Were not representatives of your or^nizations 
present at the former hearings and has not your side of this question 
already been presented? 

Mr. Labter. Only during last May, two or three days before the 
end of the last session of Congress and there have l)een changes in 
conditions since that time. 

Mr. T1HBESU.KE. There have been changes in conditions since that 
timet 

Mr. Labteb. Yes, sir; and we have additional data that your com- 
mittee should have in regard to this subject. 

Mr. MoTT. Do you not think that we shoidd also have, Mr. Chair- 
man, representatives from the Treasury Department ; that is, experts 
from that department? 

Mr. TiMBERLAKE. They appeared at the former hearing, Mr. 
Martin. 

Mr. Mabtin. So did these people, but I think they ought to be 
here and hear the evidence. 

Mr. TiMBEBiAKE. They were notified of the hearing this mominc. 

Mr. Bachabach. I suggest that we notify them to be here a week 
from to-dav. I do not believe that it will make any difference, as 
I do not think there is any chance that this bill will come before 
Congress during this session, and we ought to give them time to 
prepare their data. 

Mr. Labteb, What we would like, gentlemen — our witnesses are 
so iinportant and our data is so important — is, if it is possible, to 
appear before the whole Ways and Means Committee. 

Mr. Tthbebi^ke. That was found to be impossible at this time, 
and it was determined to appoint a subcommittee and to give every 
opportunity to those who might want to appear to give evidence in 
regard to the matter, and following out that idea this subcommittee 
was appointed. I recognize that what you say is true about the 
importance of the evidence and having your witnesses here and that 

f'ou have not had sufficient time, only being notified of this hearing 
ast night, and I think an adjournment for a week would be proper. 
Mr. Bachabaor. I am under the impression that Judge Martin 
is right and that we should have the Treasury experts here at the 
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hearing, as this is a veir importaot matter, and I make the motion 
that wnen we adjourn t^is hearing to-day that we adioum for one 
week and that the Government be requested to send toe officials of 
the Treasury Department here to our next hearing, and also that 
the clerk of this committee notify all the people who testified at the . 
other hearing and also those who desire to t>e heard at this hearing. 

(Motion was carried.) 

Mr. TiuHBBLAKB. We will proceed to-day with any who are here 
and wish to be heard. 

Mr. Labtbh. We are not in position to present any arguments 
to-day at all. 

Mr. TCUKEBI.AKE. Will it be possible for you to return one week 
from to-day — that is, Tnesday, February 8, 1921 ! 

Mr. Labter. Tee, sdr; we will be here one we^ from to-day. 

Mr. TiuBERLABS. Mr. Lawrie, I believe you are here representing 
the American Mining Congress; do you wish to make any statement 
to-day? 

Mr. Lawbib. We have nothing further to add at this moment, Mr. 
Chairman. 

(The committee thereupon adjourned until 10 a. m., Tuesday, 
February 8, 1921.) 



SiTBOOUiirrrEE on Wats akd Mhans, 

House op Representatives, 
Tuesday, February 8, 19B1. 
The subcommittee met at 10 o'clock a. m., Hon. Charles B. Timber- 
lake presiding. 

Mr. TiMREBLAKE. We will proceed with the hearing. I have a 
list of those who desire to be heard with reference to this matter 
and I will call first upon Mr. Niemeyer. 

STATEME HT O F UR. g. MIE METEE, NEW TOBE, H. Y. , REFBE- 
SEHTDTG THE TEWELEfiS' VIOILAHCE COMKITTEE. 

Mr. XiEMETER. I represent the Jewelers' Vigilance Committee 
(Inc.), of New York, who acted for the jewelry industry during the 
war and who appeared before the Ways and Means committee at the 
hearing in May in opposition to this measure. 1 also represent the 
United States Gold Leaf Manufacturers' Association and the GU>ld 
J 'on Manufacturers' Association. 

The first point that I would like to bring to your attention in 
reference to the McFadden bill is the fact that any justification there 
may have been for the passage of this bill has now disappeared to a 
very larpe extent. The war resulted in the raising of prices of all 
commodities used by the miners and also increased the demand for 
luxuries in the form of jewelry. National laws are readjusting con- 
ditions at this moment. For example, there is a very definite trend 
in the fall of wholesale commodity prices, as we find by the various 
reports published by the Department of Labor. 

Mr. Gabnes. Do you anticipate a return to prewar prices? 

Mr. NiEHETER. That is rather a difficult question to answer. 

Mr. Gabneb. Well, do you think the dollar bill will ever be worth 
as much again in purchasing power as it was before the war? 
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Mr. MiBMSTEB. I should like to have Prof. Kenunerer answer 
that t|[uestioD when he makes his statement to you later on. 

It 18 also a fact that there is a lessened demand for gold in the 
arts at this moment, and while the amount withdrawn last year was 
equal to that of 1919 the lessened demand was very evident at the 
end of the y;ear. For example, withdrawals form the United States 
assay office in New York City, which supplies 85 to 90 per cent of 
the gold used in the arts, for the last three months of 1920 were 43.8 
per cent less than the average monthly withdrawals for the first 
three months of the same year. Figures available for January, 
1921, indicate that the withdrawals during that month were only 
46 per cent of the amount withdrawn during January 1920. 

In our opinion artificial stimulation of production is not needed 
as it is evident that the cost of the miner's supplies is being rapidlj' 
reduced and the use of gold in the arts is rapidly diminishing, and 
the natural economic laws will soon restore all industries includ- 
ing mining to a normal basis. 

The second point is the matter of fraud and waste likely to 
result from the enactment of this measure. The incentive of a 
premium of $10 per ounce for all new gold mined will certainly be 
conductive to fraud. The bounty which makes a $20 gold piece 
worth for example $30 would mean that fraud could be perpetrated 
which would be very hard to detect. It would for instance, be ea^ 
to take a $20 gold piece, destroy ite identity as a coin and drop it 
down the shaft of a mine. When it comes up in the bucket it would 
be worth $30 as new gold. Placer miners could bring in gold for 
which they would obtein a premium of 50 per cent of its value 
because gold is certainly not easily identifiable as old or new and 
is a metal whose high intrinsic value in comparison to ite weight 
would make it very easy to perpetrate fraud. I would not say that 
reputable mining companies would do that sort of thing but it could 
and would be done and would mean that " mining the bounty " would 
become a popular American industry. 

Mr. Garner. Pardon me just a moment and let me stete my own 
position in this matter. Xow I would not be willing to pass the bill 
as it stands to-day, but I am perfectly willing to take your in- 
dustry in reference to the matter. 

Mr. NiEMETER. That is not the particular case involved. 

Mr. Garneb. No; but is involved some. How would this affect 
the amount of goldyou are using in your industry? 

Mr. NiEMBTiR. We are using less gold all the time and changed 
economic conditions are seriously affecting our business at this 
moment. 

The payment of the proposed bounty would certainly pay an 
enormous profit to mines that are now operating on a paying basis. 
No figures have been presented by the proponents of this measure 
showmg mining costs hut it is evident that the payment of a bounty 
to these mines would practically amount to a gift. 

In addition, it would certainly encourage the working of the 
richer ore bodies and would encourage the wasteful dissipation of 
gold. The next point is that this bill provides a bonus to the mining 
companies even if the tax upon the industry does not meet the 
amount of the bonus or bounty to be paid to the miner. The amount 
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of the new gold mined would undoubtedly be increased and contra- 
wise the tax upon industry would result in a decreased consmnpuou 
in the arts. Expressed in dollars and cents, the more gold produced 
the greater the amount of the bounty to be paid, the less gold used 
the smaller the revenue received. 

Of course it is impossible to ascertain in advance, what proportion 
of the bounty would come out of the funds in the Treasury of the 
United States but using the 1918 fibres as an illustration, it would 
seem that the Public Treasury might be called upon to the extent 
of $32,000,000. 

One other matter in. reference to this bill regarding which I will 
purposely not go into detail is that the proposed measure is replete 
with ambiguities and unworkable provisions and it is our opinion 
that the measure could not be administered in its present form. 

Various authorities have given their opinions in reference to the 
bill in question. First of all the British gold production committee 
reportea adversely upon such a bill to the British treasury. Their 
report was unanimous and their problem was as acute or more acute 
than ours. Then, tiie committee appointed by Secretary of the Treas- 
ury McAdoo reported adversely on the same thing, under date of 
February 11, 1919. This committee was composeif of Hon. Albert 
Strauas. a member of the Federal Reserve Board ; Hon. Raymond T. 
Baker, EHrector of the Mint ; Hon. Emmett T. Boyle, governor of the 
State of Nevada: Hon. Edwin F. Gay, well-known economist; and 
Pope Yateman, Esq., one of the leading mining engineers of the 
tJnited States. These gentlemen went into the matter and consid- 
ered a vast amount of data submitted by repreeentwtives of gold- 
miningcorporations. 

Mr. TiMBBRLAKE. What was the date of that! 

Mr. NraBTBTER. February 11, 1919. 

Mr. Gakkeh. Have you a copy of that report! 

Mr. NiEHETER. Yes, sir; there are four printed pages. 

Mr. Garner. Let us put that in the record of the nearing. 

Mr. Martin. Was that report unanimous! 

Mr. NiBMBTER. Yes, sir; then, we have a letter from the honorable 
Secretary of the Treasury, Mr. Houston, to the Hon. Joseph W. 
Fordney, under date of April 9, 1920. 

Mr. TiMBERLAKB. Just prior to the hearings held last May? 

Mr. NiEMETZR. Yes, sir ; and in which he states that the Treasury 
was very much opposed to the bill and in addition in his annual re- 
port of June 30. 1920, he repeated this condemnation ; also various 
economic authorities have been unanimous in their disapproval of it, 
among them Prof. Kemmerer, of Princeton University, who ig here 
to-day and will be glad to talk to you in regard to this bounty. A 
special committee of the American Bankers' Association, consisting 
of George M. Reynolds, chairman, president of the Continental & 
Commercial National Bank of ChicEigo; Lawrence E. Sands, presi- 
dent of the First National Bank of Pittsburgh : and A, Barton Hep- 
bunij chairman of the advisory board of the Chase National Bank 
of New York, who were in no way connected with any trade in- 
juriously affected by the bill, presented a- report whidi was unani- 
mously against this bill at the annual convention of the American 
Bankets' Association. 
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Mr. Gabneb. Have you that report also? 

Mr. NiBHBTBB. Yea, sir. In addition to that I would like to quote 
Mr. H. L. Slosson, of Nevada, who is a prominent mining man, 
president of the Middle Mioes AKociation, and a member of the 
American Institute of Mining and Metallur^cal Engineers. He 
says: 

I do not expect the McFadden bill to pass CongreRa. It Is geDerally oppoaoS 
by the banking iaterests from one end of the country to the other, and thei^ 
oppoBltloD would be sufficient, eren though the farmers and maoufactarers dltf 
not Join them. 

The fact in not so Important as It might seem to the goId-mlnlng Industry. 

The most important and outstanding fart U that gold rapidly U rising So 
ralue all over the world, for It Is an axiom of political economy that as prices 
fall, gold rises; and as prices rise, gold falls. 

The last few years have been crucial for the gold producer, but the tide baa 
turned with a rush and the gold miner la coming into his own. 

Now, this is the statement of a mining man whom I understand 
is ^^te prominent in mining circles in that part of the country. - 

We have with us to-day Prof. E. W. Kemmerer, at present pro- 
fessor of economics at Princeton University, and no douot known t» 
some of you through his connection with the Aldrich monetary com- 
mission. It is interesting to note that he was financial adviser to the 
United States Philippine Commission under the Taft administration- 
and only recently under the Wilson administration was financial ad- 
viser to the Guatemalan Government. Prof. Kemmerer's connection 
with this committee was brought about by his opinion on this measure, 
expressed in 1918, which came to the attention of the jewelers' vigi- 
lance committee long before we took up any action in this matter. 
He has been so prominently connected with financial matters that we 
thought you gentlemen would be interested in hearing what he might 
have to say in regard to the McFadden bill. However, before Prof. 
Kemmerer appears I would like to have you hear Mr. Morris Tj. 
Ernst, of our counsel, who would like to present features on the con- 
stitutionality of this bill. 

Mr. T1HKEBI.AKX. Very well, we will hear Mr. Ernst. 

BIAIEMOT OF KB. HOBBIS L. EBUTST, OF UESSBS. aB££IIBAUH, 
WOL FF A EB ITBT, ATTOBNEYS OF THE TEW£LE£S' VIQILABCB 
COXHITTEE, AS TO THE COHSTITU TI0VALIT7 OF THE HoFAD- 
SENBnX. 

Mr. TiHBERLAKE. You represent the same organization as Mr.. 
Niemeyeri 

Mr. Bbnbt. Yes, sir. Mr. Chairman and gentlemen, it seems to me- 
that this is a ve^ simple proposition, and Ibelieve that members of 
the Ways and Means Committee made statements that it was never 
their idea or thought to use the taxing powers of Congress to tax one- 
select group of citizens and pay over the revenue obtained from 
that source to another select groiip. It is true that the courts have 
sustained bounties or bonuses or taxes to be used for bonuses where- 
there was general public benefit, as in the case of roads and also where 
there is an inciduital public benefit such as in the construction of 
a railroad, and it is interesting to know that several of the States 
have held this to be unconstitutional merely because there was this 
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indirect benefit. HoweTer, this dasB of bounty is very different; 
this is a class where the benefit is directly to tne individual ; these 
mining companies are to get the benefit of the taxes placed on the 
arte and these mannfacturers. The public benefit, if any and we 
do not admit that there is anv, is only indirect. 

Now, back in 1690 yon will no doubt recall that the sugar subsidy 
was adopted in the tariff biU, but before that legislation could even 
be presented to the Supi«ne Court the bill was repealed. The subsidy 
provision was repealed because of the tremendous public clamor 
against that type of legislation. That bounty to the sugar industry 
was to be an inducement for the growth of a tremendous industry 
in this country, but the Supreme Court stated its objection to using 
the taxing powers vested in Congress under section 8 of Article I 
of the Constitution for the benefit of any particular industry or par- 
ticular group in a community. Now, couple that with the idea we 
have here, the most outstanding and novel idea of taking from a 
distinct group in a community nmds that will go to the enrichment 
of another distinct group. There is no more reason for gold to be 
subsidized than for coat, which is a public necessitv. There is a 
long line of cases cited in the memorandum which will be submitted 
to you. Now, it is of course recognized that certain payments may be 
made by the Government for the faithful performance of a public 
duty in dangerous circumstances, nevertheless all bounties paid to 
private industries are subject to condemnation, and, it is submitted, 
unconstitutional. A great part of the city of Charleston burned 
down, also a great part of the city of Boston burned down; and the 
legislatures of those States passed laws assisting the citizens to re- 
build their homes, and the courts without any nesitation held that 
that type of bounty was unconstitutional, even though there was a 
public Denefit, because the individual and private Mnefit was the 
immediate proposition. 

The only case of the kind of this proposition of picking out a cer- 
tain group and taxing it for the benefit of another was, I believe, 
in some oi the Western States where the insurance companies were 
taxed and the money turned over to the volunteer fire departments. 
The idea back of that was that the fire departments should be devel- 
oped, and the insurance companies had the risk which the fire depart- 
ments would lessen, and by the use of the taxes the fire departments 
would become more efficient. Now, in this case the parties taxed 
were receiving an indirect and sometimes a direct benefit from the 
money so paid. The question went to the Supreme Court and was 
held to be unconstitutional. 

Mr. Garneb. May I interrupt to ask a question f Suppose that we 
revised the internal-revenue laws of the country and Congress saw 
fit to put a tax of $S or $6 per ounce on this gold to obtain revmue; 
that would do two things — collect a tax from the people who use the 
arts and put gold in the Treasury; that would he constitutional, 
would it noti 

Mr. EBKffT. Taxing that unit would be. 

Mr. Garner. The only thing in the Constitution is that all the 
taxes shall be collected uniformly throughout the country, and if our 
assumption is that they are collected uniformly would not that be in 
accoimnce with the law! 
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Mr.'KuNST. There is also a clause that provides that but«s shall be 
used only for the public welfare. 

Mr. CrAKNmt. I agree with you fully about the McFadden bill; it 
is Dot clear to me how it could oe sood businefis to tax some particular 
industry to give to another, but I do say that you have the right to 
tax an industry and that tax goes in the Treasury. I suppoae that 
'ou gentlemen will come here when the internal-revenue lawa are to 
le revised with the object of eliminating the tax on the gold used in 
the arts. That ought to be done; I do not think it- ia an essential 
industry. I am willing to level the tas and am willing to hear the 
arguments as to the advisabilitv of assuming the gold industry is 
essential, and I presume we will near you gentlemen at that time. 
Mr. TiMBEBLiAKE. We will be glad to hear Prof. Kemmerer. 
Mr. NiEMiTER. In presenting Prof. Kemmerer I would like to say 
that he will be glad to answer any questions you gentlemen may wish 
to ask him under the particular economic features involved. 

STATEMENT OF HK. E. W. KT.TffMTni,ER, PROFESSOR OF ECOHOHICS 
Am) FIHANCE, FBIHCETOK VSLVEBSITI. 

Prof. Kbmhbrbs. Mr. Chairman and gentlemen, 1 would like to 
emphasize the point made by Mr. Niemeyer in referring to me ; that 
is, that my interest in this whole matter is scientific. I am here repre- 
senting his group, but my interest has always been that of a scientific 
man. N^ow, when this bill was originally proposed it impressed me 
from its economic, financial, and scientific bearing. I wrot« an article 
on this subject for the New York Tribune which was rather widely 
reprinted, and took the same position that I am taking here to-day. 

Mr. TiHBSBLAKX. I believe that yon did not appear at the former 
hearings, did yout 

Prof. KsHMSRER. No, sir; these gentlemen saw from my article 
the position I took, and as they looked at this gold-boimty matter in 
the same light they have requested me to come here to-day. The main 
contention that I have to make. I have summarized very briefly in a 
few italicized paragraphs in a brief which they will submit. What I 
want to do now is to pick out a few more of the salient points. 

The first proposition that I want to consider is that this question of 
the value of the gold, its relation to the cost of living, mining, and all 
of that, is an international question. We have been prone, however, 
in this country to view it as a national question only. The gold of the 
world is produced mainly outside of the United States, something like 
75 per cent of it in the more backward countries of the world. Some- 
thing like 63 per cent is produced in Africa, Asia, and Mexico alone, 
and only about 20 to 22 per cent in the United States. 

Now, this gold comes right into international trade, into a world 
market. Just as water seeks its own level, this newly produced gold 
seel^ its level. Where the gold standard is strictly maintained, tnere 
are no restrictions on the free movement of gold. So I Bay that tiie 
value of gold is an international problem. Gold is the money of in- 
ternational trade. With it trade balances are settled, and its ship- 
ment from one country to another is one of the principal methods By 
which the price levels of different countries are brought into eqailir 
brium with each other, and kept in equilibrium. The free flow of 
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gold into and out of a country under the influence of natural eco- 
aomic laws is essential to the proper functioning of a country's for- 
eign trade and to its maintenance of the gold standard. There is lit- 
tle or no restriction to-day on the flow of gold among the few coun- 
tries still on a gold standard, and there is a considerable movement of 
gold between countries that have temporarily given up the gold stand- 
ard under the pressure of the war. As these countries return to the 
gold standard the flow of gold in international trade will become 
more and more free. 

The annual gold production in any one country is a very small 
part of the world's supply. Roughly speaking, the world's annual 
production of gold is something like r> per cent (or, to be more exact, 
from 4.8 to 5.6 per cent) of the world's total supply of monetary gold. 
Only about 21.5, or one-fifth, of the world's annual production of gold 
is normally in the United States. This makes the annual production 
of gold in the United States equivalent to about 1 per cent of the 
wond's total supply of monetary gold. If you are goinf^ to influence 
the value of gold you must influence the value of the entire available 
supply of goTdj because the supply of gold on the market in relation 
to the demand is the thing that fixes the value of gold. Gold is pecul- 
iar in the respect that the supply on the market is the accumulation 
of ages, I have seen gold in Kgypt that was probably mined over 
2^000 years before Chnst, the world's supply of gold is the accumula- 
tion of ages, and if you are going to fix the value of gold you must 
fix the value of the world's marketable supply. Our own annual pro- 
duction is less than 1 per cent of that supply. 

The next proposition I want to make is that this bounty would 
fly in the face of the principles upon which the world depends for 
the stabilizing of the gold standard. 1 think we all want to maintain 
the gold standard, both the proponents of this bill and the oppo- 
nents of the bill. Gold is different in one respect from all other 
commodities. The difference consists in the fact that the producer of 
gold has an unlimited market for his product at a price which never 
appreciably changes in gold-standard countries. The price of gold 
is nzed, not by the Government but by ttie fact of the gold standard 
itself. An ounce of pure gold will coin into $20.67, and that $20.67 
may be melted down and an ounce of gold be gotten from it. The 
unit of value in this country is the value of 23.^ grains of fine gold, 
and 23.22 goes into 480 (the number of grains m an ounce) 20.67 
times. No matter how depressed times are, how good or how bad, 
the miner can always get that price for his gold, and can always sell 
in unlimited quantities. He has no worry about his market. The 
mints will always take all the gold he brings. At the present time, 
with the bottom dropping out of the prices of textiles, woolens, silks, 
cotton, hides, and all sort of things, on account of the markets being 
curtailed, the gold miner can sell eveiy ounce of gold he has mined 
for the former price, namely, $20.67. In other words, when the sup- 
ply of any other commodity increases relative to the demand the price 
falls, but this is not so in respect to gold. What do we depend on in 
the case of gold if not on the price of gold to regulate the supply to 
the demand? We depend entirely on variations in costs of produc- 
tion. When gold is produced in large quantities the price remains 
the same, but the price of all sorts of other goods goes up. 
.16504—21 Q 
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Afr. Garner. May I interrupt you? That is not neceesftrily bd, 
but the increase in price of all other articles cauBes the price of gold 
to increase ! 

Prof, Kemmebbr. The price of gold does not increase when the 
value of gold depreciates, and other prices rise, but the cost of pro- 
ducing gold increases. The value of gold, namely, its purchasing 
power, can not decline unless the supply of gold is increased relative 
to the demand by pumping into the money uses of the world paper 
money and bank deposit substitutes for gold on an enormous scale 
as we have been doing in recent years, we have greatly lessened the 
flemand for gold through the use of substitutes in the money uses. 
'Jliis is an important cause of the decline in the value of gold since 
1913. 

Mr. Garner. I agree with you that, unfortunately, in the last 
three years we have nad that supply increased, but by paper money. 

Pi-of. Kemmerer. The biggest force in the increase of general 
prices from 1896 to 1914 wits tlie increased production of gold. Since 
3014 the biggest force in this increase of prices has been the substi- 
tution of paper money and bank deposit* for gold, the withdrawal of 
the gold to put in substitutes. The world's price levels have been 
raised to dizzy heights by this tremendous issue of paper currency 
and expansion of bank deposits whicli circulate by check. Gold to-day 
has only about half the value in the United States that it had in 1913. 

Mr. Garner. So far as the United States is concerned, that can be 
i-emedied to a certain extent by the banking interests. 

Prof. Kemmerer. Tt should be remedied the world over. 

Mr. (tarner. 1 understand that, but we can not control the world 
over, and I nsk you now, as the author of the Aldrich bill, or one who 
has knowledge of it, whether or not the Federal banking system of 
this countrv has in mind any theon' to decrease the circulating 
medium ? Will that thing tend to make gold worth more ? 

Prof. Kemmerer. Certainly. Currency and credit contraction 
would tend to make the gold dollar more valuable. 

Mr. Garner. So that Mr, McFadden, who is chairman of the 
Banking and Currency Committee, has it in his power to influence 
the marketing of gold ? 

Prof. Kebimeher. I sincerely hope that the Conpressman will not. 

Mr. Garner. I said that he had it in his power; the power is with 
the Federal reserve as to other control ; that is, as to substitutes. 

Prof. Kesimeher. It is. When gold gets cheaper because of sub- 
stitutes, the price of gold in jewelry remains the same while the price 
of everything else goes up. This means that the prices of articles 
made largely of gold do not increase in times of a rising price level as 
rapidly as do the prices of most other things, or as rapidly as do 
most wages and salaries; people buy more jewelry; higher mining 
costs result in less gold being produced. Instead of the price of golfl 
changing, it is the price of the materials and labor used in the mining 
of gold that changes. These are the forces we depend on for stabiliz- 
ing the gold standard. 

Instead of the price of gold changing, it is the price of the mn- 
terials and labor nsed in the mining of gold that changes. These an- 
the forces we depend on for stabilizing the gold standard. I have 
a chart here showing the movement of the price level in England 
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for about one hundred years. Here [pointing to the chart] isaperioil 
when prices were going up and up, and here they come down. Sow, 
the gold protlucei-fi gain during a decline in general prices, their 
market is unlimited, the piice of their product is constant, and their 
costs decline. When, on the other hand, general prices rise. th?y lose- 
Prices are falling now, and everything is working in their ftivo.-. 

Another point I wish to make is that this measure would depress' 
llie unit of value in which contracts are made. It would, in effect, 
debase our monetary unit. We have great respect for the sanctity of 
contracts in this country. Our Government debt jiayable on a gold 
ImsLs is over $20,000,1)00.000, ban!: deposits, corporate and municipal 
bonds, insurance contracts, etc.. payable in gold or its equivalent 
amount to scores of billions of dollars. Here is a proposition to levy 
a tax which will give to the gold producers a bounty to stimulate 
gold production, and to the extent that it succeeds in stimulating gold 
production, namely, in increasing the supply of gold on the market, 
to that extent it will tenil to depress the value of the dollar, and 
I with it the value of every bunk deposit, mortgage note, bond 
or other obligation in this country payable in gold, or in any other 
country on a gold basis or soon to return to a gold basis. This is 
a pretty serious thing. With the ups and downs of gold due to 
natural economic forces, a man who makes a contract or invests in a 
mortgage note or bonds or otlier securites, may be assumed to take 
his chances, I do not think it proper to say that he takes his chances 
on legislation deliberately intended to depress artificially the value 
of gold. 

Mr. Garner. But he does take his chance on whether or not ia 
the judgment of the Federal board it should be up or down? 

Prof . Kemmerer. He does ; but the varying of discount rates by cen- 
tral banks has been the practice of the world for generations, and the 
influence on price levels ia temporary. 

Mr. Garner. I am not criticising the Federal Reserve Board; I 
nm merely pointing out, as I did when it was passed, that the finan- 
cial stability of this country is absolutely in the hands of these men. 

Prof, Kemherer, That Is true. 

Mr, Garner. I was opposed to that because we put in the hands 
of these men that power, but I know of no way you can demonstrate 
such laws without doing that. 

Prof. Kbhmereb. That is correct. The next point I wish to make, 
and which I think is very vital, I am going to read from my italicised 
statements in this brief. 

Mr. Bacharach. It is now six minntes to 11 o'clock. We all 
have to be on the floor of the House at 11 o'clock. Would it not be 
agreeable to you that we recess until 1 o'clock and you can then 
resume your statement! 

Prof. Keuhebeb. Yes. sir; that will be aereeable to me. 

Mr. TiHRERiAKE. We will recess until 1 o'clock. 

ArrBR RECESS. 

Mr. Tihbeklake. Prof. Kenunerer, before you continue your state- 
ment, I believe I will ask that we have placed in the record of this 
hearing a letter from Secretary of the Treasury, Mr. Houston. He 
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was advised after the last hearing that they would be given an 
opportunity to be heard here to-dav but has notified us in a letter 
to the chairman of the Wa^ and Means Committee that they had 
nothing further to offer. His letter is as follows: 

WasHisoTON, D. C Febniarif 3, 1921. 

Dear Mb. CHAmUAN: I rMel\-ed your letter of February 2, 1B21, incloslug 
a copy of H. K. 13201, a bill Introduced by Mr. McFadden, "To provide for 
the protection of the monetary gold reserve by the oialnteimnce of the normal 
gold productlbu of the United States to satisfy the requirements of the arts 
&nd trades by imposing an excise upon all gold used for other than monetary 
purposes and the payment of a prendum to the producers of newly mined gold, 
and proTldlng penalties for the violation thereof." t appreciate your courtesy 
In advising me that there will be a bearing on this bll! on Tuesday, February S; 
1S21, at 10 a. m. 

The Treasury's views as to the hill hav<> been fully stated Id my letters of 
May 24, 1920, and April 9, 1920. copies of which are Inclosed for the conTenlence 
«f the committee. I think It is unnecessary for the Secretary of the Treasury 
to appear or to be represented at the bearing. I have nothing to add to my 
earlier letters, except to call your attention to the further statement of the 
Treasurer's views, which appears on pages ISO and 181 of the Annual Ki^port 
on the Finances for the year 1920. I Ipel that the hill, rednced to Its lowest 
terms, Is an attack on the gold standard, and believe that the situation of whidi 
the producers of gold complain will tend to correct itself as commodity prices 
l)ecome adjusted and the purchasing power of the dollar increases. 
Very truly, yours, 

D, F. HoUBTOR, Secretary. 

Mr. Bachaiuch. According to that letter he states that he sent a 
copv for each member of the committee. 

Mr. TiMBERiiAKE. I received a copy, but do not know whether each 
member of the conmiittee received one or not. Now, Prof. Kem- 
merer, if you will, resume your statement 

BTATIMSST OF PROF. E. W. EEHX£B£B-~Be>umed. 

Prof. Kehmerer. The next point I wish to make is this. Inas- 
much as according to the McFadden bill the bounty would have to 
be paid whether the tax provided an adecguate revenue or not, the 
bounty would probably fall to a substantial extent on the general 
revenues of the Government. To the extent that the proposed Dounty 
and tax would accomplish their alleged chief objects, namely, the 
strengthening of gold reserve, through the stimulation of the gold 
production, and through the reduction of the flow of gold to the in- 
- dustrial uses, to that same extent would they increase the financial 
burden placed on the Federal Government because the more gold 
produced the greater the Government bounty would have to be, but 
the less gold that goes into the industrial uses, the less revenue would 
the tax yield ; in other words, while the bounty increases the base 
on which it is to be paid, the tax tends to dry up the source from 
which the Government obtains the revenue for paying the bounty. 

For purposes of illustration, let us make the arbitrary but not 
unreasonable assumption that under the stimulus of the tax the pro- 
duction of gold in the United States would soon return to its previou.s 
maximum figure, namely, 4,887,604 ounces, the amount produced in 
1915. and also let us assume that the domestic consumption of new 
gold in the United States (plus the equivalent of $3,500,000 of gold 
coin estimated to be consumed in the arts each year) on which the 
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tax would be paid ^ould likewise return to the figure of the year 
1915, namely, approximately l,601j300 ounces. The bounty on the 
amotmt of new gold produced on the basis of the above assumption, 
would be $^,876,040 a year and the tax at the rate of 50 cents a pen- 
nyweight on manufactures containing this gold would be $16,013,000. 
On these arbitrary assumptions therefora the plan would place a 
charge of approximately $32,863,000 a year on the general revenues 
in addition to the expenses for administering the bounty and the tax. 
The next point 1 wish to make is this. If the bounty stimulated 
gold production it would tend to make gold cheaper, for it would 
result in increased supplies being thrown on the market. To the 
extent that it made gold cheaper, it would make prices higher. 
Therefore, the more you should stimulate gold production by a 
bounty, the cheaper you would make gold, and the higher you would 
make commodity prices, including the prices of cyanides^xplo^ves, 
and all other materials that go into the mining of gold. That would 
mean higher costs in mining gold, and the higher the costs, tiie 
more bounty needed. You have here what seems to be a vicious 
circle. I do not see where it is going to end. Here is the circle. 
Gold is so cheap in comparison with mining equipment, materials, 
and labor, in other words, prices are so high in the gold-producing 
industry, that the poorer mines are producing gold at a loss; there- 
fore it is proposed that a bounty of $10 should be granted to the 
producer on every ounce. This bounty would stimulate gold pro- 
duction and the resulting increase in the cost of supplies and labor 
would tend to push up prices, including all expenses of gold min- 
ing. After May 1, 1926, the bounty could be increased. Then gold 
production would be further stimulated, and again prices would 
be pushed up requiring another increase in the bounty, and so foi-thr 
ad infinitum. 

The next point I wish to make 1 will state in this form : The tax 
vonlrl be paid by Americans, but the additional gold produced would 
be distributed over the entitre world. You are proposing to tax a 
certain industry in America to obtain revenues for paying a bounty 
to stimulate gold production. No one, so far as I know, has proposed 
to combine this taxation with an embargo on gold, so we would be 
taxing the American people, or a special industry, to provide funds 
for stimulating gold production and then letting that gold go out of 
the countrj- seekmg its own level all over the world. We could carry 
the burden and the rest of the world receive most of the benefit. 

Mr, (tahxeh. In other words, we pay a tax of 5 per cent and the 
world gets the benefit of 4 per cent of it. 

Prof, Kemmerer. We pay $30.67 for an ounce of gold and sell it to 
Ihe world for $20.67. The British committee stated that that point 
alone was enough to defeat such a proposal in England. 

I realize that the mining industry has suffered during this period 
of rising prices, it was inevitable that it should, but it gained de- 
cidedly during the long period of falling prices that preceded. 
Now, falling prices have set in in all sorts of industries. They are 
nearly all suffering. The agricultural industry is suffering, the pro- 
ducers of copper and other ores are suffering, but the gold miners 
are getting their supplies at a decreasing cost and will get the same 
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price for tlieir products. There has been, as you all know, during 
recent months a pronounced and widespread reduction in prices. 
The Labor Bureau index numbers, whieli I think are the best, show 
a decline from an index number of 272 in the spring of last year to 
189 in December, We have figures here in this memorandum show- 
ing the declines from the peak in certain commodities. 

Mr. (tkaxger. You take the year 1813 as the base? 

Prof. Kemmeheh. Yes, sir; so as to take the prewar vear. These 
figures for individual prices were furnished by the Federal reserve 
bank of New York. 

Mr. Martin, What time is that for? 

Prof. Kemsiereb. January 15, 1921, Some commodities declined 
60 per cent and more; others. 50 per cent; etc. The decline in raw 
cotton is 69 jjer cent ; in cotton goods, 56 per cent : in silk. 66 per cent : 
in woolen goods. 35 per cent: etc. The metal group showed a tre- 
mendous decline also — pig iron. 32 per cent; copi>er, 35 per cent: and 
lead, 48 per cent. 

Mr. Garner. And during all this time gold had its stable vahie^ 

Prof. Ke.msierer. Yes, sir; and not only have these other com- 
modity prices been going down but the producers are losing their 
markets. The gold market is as good as it ever was. and the miner 
can sell every ounce of gold he produces at $20.67. The market has 
not b*en curtailed one bit, so that the problem is solving itself. The 
time when the miner gains is when other prices are falling, and the 
present is a period of rapidly falling prices. 

Now, 1 just want to mention one other point, namely, the attitude 
•of economic authorities on the question, I realize that a committee 
of this kind does not want to take authorities: what you want are 
facts and arguments as to why things are so ; but 1 think, none the 
less, that scientific opinion is a matter of some significance. We have 
had expressions from different sources. We have seen what the 
British committee said about the plan. They were unanimous in the 
condemnation of such a plan. We have found the bankers' associa- 
tion committee unanimously against it. So far as I know, there is 
not an economist of standing in the United States, at least in a uni- 
versity position, who favors a bill of this kind. The general atti- 
tude is that as an economic measure it is absurd. 

Mr. Garner. We have hearings here on nearly everything that 
comes along, especially if an influential Member of Congress comes 
alon^ and wants a hearing on some bill we, of course, grant him i 
hearing. 

Proi! Kehmerer. Mr. Garner, I believe you asked Mr. Niemeyer a 
question, which he referred to me, as to wliiether prices would return 
to the old basis t 

Xow, it is a dangerous thing to say that prices will never return 
to the old basis. We have a rather interesting chart here [indicat- 
ing] showing prices in England. I have taken England for this 
illustration because they did not hare a greenback period as we did. 
We have taken this for 100 years, and you can see from it how gen- 
«ral prices move up and down- To say that the price level of any 
particular period of time will not return is not possible. It may go 
anywhere in the next 80 or 40 years, but taking things as they were 
before the war and without any new discoveries of gold I would say 
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that the presumption is that priies will not for a long time po back 
to their prewar bnsis. 

Mr. Gabner. Is it not f i-om the reason that the country is not en- 
tirely on a gold basis and it is froing to take awhile to get back to 
what we term the gold basis? There is so much of this paper money 
out that it is going to take some time to get back to an actual gold 
standard. 

Prof. Kemmerer. Prices rose rapidly from 1896 to 1920. The 
problem of the rising cost of living liad been with us for many 
years when the war broke out Now, if there had been no war and 
the cost of living in the United States and in other gold-standard 
countries had increased for the years 1914 to 1921 at the 'same rate 
that they did for the eight years ending 1913, our price level to-day 
would be about 19 per cent higher than it was then. 

We have put into operation .'■ince that time the Federal reserve 
system: we are the bip^est users of gold in the world, and the Fed- 
eral reserve Bystem has reduced our legal gold reserve enormously. 
We are making more efficient use of gold man before the war, and 
I should say that as a result of economies in the use of gold and 'Of 
the improvements in our currencT and banking system, without the 
war prices would have advanced more rapidly from 1913 to 1921 
than during the eight years preceding. As Europe " comes back " 
she will reclaim much of the gold she has sent us since 191.3. 

Mr. Garneh. The circulating medium will necessarily be reduced. 

Prof. Kehherer. It will have to be reduced. 

Mr. Bacharach. I believe •the history of the country shows that 
wages have always gone up each 10 years for about 100 yearst 

Prof. Kehmerer. You will find this, as a rule, that when there is 
inflation wholesale prices rise first; then retail prices, and finally 
wages. Wages go up last, although in war industries they may (pi 
up first. Then, when it comes to the decline, wages lag behind retail 
prices, and retail prices behind wholesale prices. 

Mr. Martin. Then wages are last to go up and last to con)e down ? 

Prof. Kemmerer. Yes, sir; that is an undoubted fact. One rea- 
son whv wages seem to go down slowly is the defects in our statis- 
tics. When you have a period of depression you have unemploy- 
ment; large numbers of men are thrown out of jobs; the men dis- 
charged first are likely to be the unskilled men, so that if you take 
the average wage statistics you will have an undue proposition of 
highly-paid skifled men. Men out of employment with zero wages 
are not included in the average. 

Now, gentlemen, that is alMut all I have to say, but I will be glad 
to try to answer any questions you may wish to ask me. 

Mr. NiEMBTEB. T would like to say that the jewelers' vigilance com- 
mittee would like to submit a short memorandum covering the prin- 
cipal points in regard to this matter ; a report of the Treasury and a 
memorandum on the McFadden bill, a memorandum bv Prof. 
Kemmerer, and the report of the committee of the American Sankers' 
Association. 

Mr. TiuBEBLAKE. Is that in the form of a brief 1 

Mr. NiEMEYER. These are memorandums. 

Mr. TiMBEBLAKB, It wouH not be necessary to incorporate that in 
ifaerecordt 
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Mr. Gaankr. I suggest that it be handed to the committee and it 
can then be determined whether or not to include it in the record. 

Mr. TiHBERLAEK. I have here the name of Mr. Marrian, represent- 
ing the Gold Pen Manufacturers' Association. Is Mr. Marrian pres- 
ent, and does he desire to be heard ! 

Mr. iNiEUETEB. Pardon me, Mr. Chairman, but Mr, Marrian has 
no statement to make. I stated at the beginning that I also reftre- 
sented the Gold Pen Manufacturers* Association, and Mr. Marrian 
does not wish to make any additional statement. 

Mr. TiuBERLAKE. I have the name of Mr. Scardefield. Is Mr. 
Scardefield present, and does he wish to make an; statement t 

Mr. ScARDEFiEU). I have no statement to ma^ except to indorse 
what has been said by Mr. Niemeyer. 

Mr. TiHBERi^xE. We will hear Mr. McFadden. 

STATEKEHT OF HOK. LOUIS T. HoFASDEH, A ILEFBESENTATITE 
TS CONGRESS FBOU THE STATE OF FENiraTIVANIA. 

Mr. McFadden. Mr. Chairman and gentlemen of the committee, 
there are two or three questions I would like to propound to Prof. 
Kemmerer, and I have some few things which I would like to put 
in the record. The first is a letter under date of January 12, 1931, 
to the Hon. Joseph W. Fordney, chairman of the Ways and Means 
Committee, in which I suggested some proposed amendments to this 
bill. 

(Letter and amendments referred (b are attached hereto.) 

Javl-ary 12. 1921. 

Hon. -lOSKPH V.', PORBKEV, 

Chaiitnan Waj/a and ifeant Comm4tiee, 

Hovte of RepreiieHtaUvei. M'athinoton, D. C. 

Ukak niB. Fobunky: My rensous for siijjgestlni: tbe ainendiueDts to H. R. 
13201 art' as fiillows : 

The tiinendment to tlie prpimible on lino 4 hy the aubtitltutlon of the words 
" (or rerenup nnrt other purposes " nftpr the word " exi'lse " ts suggeeted In 
onier to make more spedflc tbe reason for lei^inft the excise tos. 

The aiuendnitnts es liidlcnted on page 3. Unea 2. 3- and 4, are made Id order 
u«t to eliminate the gold used In cnrrei'tive and restorative dental work, for 
the reason that only the wenlthy clauses mn nfford to have this work done and 
are therefore able to pay the esdse tax. 

The Introduction of the final paragraph to section 2 chi page 3 la anggested to 
relieve the domestic inaniifacturera of Jewelry Siid other articles containing 
ptM when these are esiwrted. This same exemption was made from tbe Imposi- 
tion of tlie luxury tax now in force, for the reason that the export trade could 
not sustain the tax in competition wltli foreign ninnufactnrere in the same 
market: 

All of tbe other cbaiiEes BUg)»«ted lire merely a matter of clarifying the bill 
by the use of better word!». 

Yiiiirs. verj- truly, L. T. McFaddeh. 



On lint' 4 of the proposed preamble to the act, inseit after the word " excUie," 

" for revenue and other purposes." 

On line 2, page 3, strike out " and that all gold." 

On line 3, page 3, strike out " used in corrective and restorative dental work 

for childrai." 
On line 4, page 3. strike out " of both sexes not over the age of Mlaea." 
On page 3, insert the following final paragraph to section 2 : 
"That under such rules and regulations as tbe Commissioner of Internal 

Revenue, with tbe approval of tbe Secretary of tbe Treasury, may prescribe, tbe 
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«xctse tax imposed under the provisions of wctlon 1 of ttale tict shall not applr 
In respect to articles sold for export and In dne course so exported. Under such 
rales and regulations tlie amount of any excise tax etToneously or lllegall; col- 
lected in respect to exported articles may he refunded to the exporter of the 
article Instead of the mnnufactnrer, if the miinnfaeturer waives any claim for 
the amount to be refunded." 

On line 2, page 6, strike out " the monetarr." 

On line R. page 8, strike out " price of J20.67 and." 

On line 13, page 8. strike ont the word " may " and Insert the word " would." 

On line 1. page 10, strike out the word " collected " and Insert the word 
" collection." 

On line 2, page 10, strike out the word " falls " and Insert the words " shall 
fail" 

On line 7, page 10, strike otit the words " willfully refuses" and Insert the 
words " shall willfully refuse.". 

On line 16, page 10, strike out the words " willfully refuses " and insert the 
words " shall willfully refuse." 

That wherever " May 1, 1920," or " the 1st day of May, 1B20," occnr, there 
shall be substituted therefor " the passage of this act." 

Mr. McFadden. Mr. Chairman, since the opponents of the bill 
have introduced the adverse report of the e;old committee of the 
Americaii Bankers' Association, delivered before the forty-fifth an- 
nual convention of this association, I hereby submit my reply and 
analysis of the said report. In order that there may be no misunder- 
standing as to this matter, I wish to state further that the report 
of the committee was not adopted by the convention and, therefore, 
has not been indorsed by the American Bankers' Association, and 
that report, together with my reply, was referred to the economic 
policies commission of that organization for further stud; and re- 
port. 

(Analysis referred to is attached herewith.) 

McFadokn ATTArKS OoTJi Report. 

■ORT 1-BE8ENTED I)I!»X>BB THE yORTT-SIXTH .VNRtlAI. 

r BA>'Kii»tH' AfiSOCiATion by imvis t. u'fadder, 

(-RAIBUAIf or THE DANKINO AND CUBBENCT COMMITTtX tir THB HOUSE OF BEPBZ- 
SRKTATIVES, OCTOBtB 11, IBSO. 

Gold Ifl our standard of valwe and the money of bank resenea. The entire 
body of outstanding Indebetedness, public and private, Includlnf; the Liberty 
bonds recently issued, Is payable In gold coin of the present weight and fine- 
ness. The nearly $10,000,000,000 of loans which the United States Oovemment 
hiis made In the last two nnd one-haif years to foreign plvemmentR are pay- 
oble In this gold coin. The $3.^00,000,000 adverse European trade balance 
created since January 1, 191^, has still to be funded. The outstanding Indebted- 
ness of nearly the entire world Is contractml In gold. Outside of Asia, gold Is 
still recognized as the unit of value and the basis of monetary systems, although 
In many countries the stre.'is of war conditions and unbalanced trade have com- 
pelled a 8uq>enslon of gold payments. All of these countries regard such sus- 
pension as temporary end desire to get back on the gold basis and establlEdi 
their currencies In fixed relations to gold at the earliest possible date. 

WOBLU BSHTOBATIOn OF OOLD STANnAKD. 

For the United States to adopt remedial measures to maintain its normal 
(K>ld prodnctlon would be construed abroad not es an element of weakness, but 
rather as one of strength. A stimulus to domestic gold production would be 
regarded not only as evidence of our desire to retain the present gold standard 
throughout the world, but as an aid to European countries to more rajildly re- 
cover their prewar gold reserve positions. To allow the Industrial consumers 
of gold Id this country to withdraw gold from the monetary reserves of foreign 
countries would have a depressing effect upon the exchanges, and would delay 
tbe time when foreign exchanges would be restored to per. The diversion of 
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Kol<l from tbe monetftry resei-veti of tbe nations of the world into tbe maiiDf;t<- 
ture of articles of luxury particularly at a time when the world's gold produc- 
tion has so ereatly declined will mill further delay tlie financial recovery of bU 
ttationa from the pressure of war finance. 

Th* n-port of the gold <\)uimittee stutes, " If at niiy time the l>auh sltuurlon 
caltfl for more gold In the United Stiites, we ciin iiurchtiKe it in tlie liitematinmil 
gold markets far more cheaply limn we can obtain it by the doubtful nifthod 
of an exiH'nKlve boniw on (lold protlueed In the United States." is It not (-vi' 
dent that if the I'njieil Stati-s was furoetl to withdraw )cold from the ulmidy 
deplt-tcit I'eserci* of fllrel(.^^ countries, their purclwslng power In our uiartrts 
would Im- li'S.-M'iicil "- .\ still further dec-Hue In the exchanges of such countries 
froni which the gidd had tH<en wltlidranii would result. The loss of BuroiMin 
purcimsInK imwer In the niarkets of the ITnlled States upon wbl(-h our <!'•- 
mestlc industries depend for prosperity would occasion a loss far greater tlmt 
tli<- premium girovlded for in the bill, wlilcli Is borne nut by the public at 
large but dlrectlj' by the consumers of itold articles — hisurles. Since the 
consunifi'H iif sold In the Industrial arts iiud traUen are rerelvi:iK their nieial 
at tile prewar price, no reason can be iisslimed why they should not pay an 
Increiiseil cost alike with nil other Industries whldi have Ihwii forced to pay 
the inci'eflMed cost for tlieir raw materials. 

INDUSTBIAL CONSrWIBS NOW BUDSIDIilUI. 

Tbe general increase in all commodities was 112 per cent in 1019 as cnu- 
pared with 1914, and had gold not been fixed In price so that it could linvi- 
responded to the law of supply and demand, the price of gold would have at 
least risen to the general average of all other commodities. Industrial ohi- 
aumere of gold tlierefore profited by a subsidy of $65,500,000 or 112 per cent 
of the price paid, $58,500,000, for the newly produced gold which they con- 
sumed during 1010. The payment of the excise proposed Upon tbe sate of 
the manufactured article containing gold will enable the Industrial consumer 
of gold to pay more nearly tbe cost of production for bis raw material, altbnu):b 
he will still be subsidized In beln; able to obtain bis metal at a price equiva- 
lent to less than half of tbo general average Increase of ail other commodities 
In the United States. 

HEAVT FSENCR TAX. 

In addition to paying the exchange discount, which in tlie case of the French 
Industrial consumer of gold In 1919 amounted to over 100 per cent more In francs 
than the price paid before the war, the French Government has Imposed a sump- 
tuary tax for the use of gold In the fabrication of articles (other than money) 
of 6(1 francs per hectt^rrau (93.60 |)er line ounce, par exchange) by law of June 
23, liGO. Tlie French Government has Imposed a tax of 37 francs 50 centimes 
per hecliiicrani of line g'ikl contained In articles of manufacture since 1873, and 
jUHllfies this tuN in a formal document transmitted by the United States Bureau 
(if Foreign and I>omt'stlc Cummen-e, as follows : ■' Moreover, this tox. striking na 
it does luxury kishIk. nr uiii-ssenliiil articles. enti>r>i Into tlie category of a sump- 
tuary liix. Vif levy UK "f "lilcb Ip ndiiiltteil by all ecimnmlsts as a legitimate pro- 
ciilHie." This lH<t Is refern-d tii for the reason that It would seem that foreign 
govermiieiils are exeivislng greater precautions to pnitect ther moneturj' gol'l 
re»!crvi's thuri Is Ihc I'ntlHl States, a creditor nation from which Eunipe exiiettn 
iinil slii'uld it'celve eiery asHlstiiiice In restoring its monetary reserves to noniial 
a.i a means of pi-i)ie<'t!nK ll»' gold standard Ihroughout the world. 



.\s ciiriijiiired to 1014. the purchaR'ng power of the dollar In terms of all com- 
modities in 1919 was 47 cents. The gold producers' oum-e In 1914 had a purcbiis- 
iug power of $20.R7, whereas during 1919 the same ounce could porchase in terms 
of all comtniidlttes but *fl.70. Since the price of gold has been arbitrarily fixed by 
statute at S20.67 an ounce, the gold producer Is in the same position as a persoa 
who received the same income In 1919 as In 1014 and finds that a $2,000 (nconie 
lias shrunken In purchasing power to ?970. This Is the principal reason for the 
decline In the gold production from ?101,000,000 in 1915 to less than $50,000,000 
this year. Were It not for the fact that the Government has arbitrarily fixed the 
price of gold, in which event the law of supply and demand does not operate. It 
would not be necessary to consider compensating the gold producer for a part of 
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<li» ittK'llue Id the purchnplng power of t\w dollar which hfln tiiken place llie lust 
r<mr yMrs. The premliiui to be paid to the khM produi^r, baneU upon tl>P ne\v 
4iiini« (if production, cen not be mnstrued an n Imhids or subsidy for the above 
reason. Most of the waRe iDcreaws that have been allowed by variooB induatrlurt 
and the increuaes in trim sport ation rattn, cat tares, and for municipal gas anil 
elet-lric f^ri'lres throughout the conntry have been based upon the Increase in 
<t>niin(Kllty prices or the decline In the pnrcliaslne power of the dollar. Tlii» 
linMluctR of all other Industries ejcept that of the Rold-nilninif ind\istry have 
lieen automnttcally tncreDsed in price during this period, so that tlie cost of pro- 
duction Is fully covered, tofiether with a proUt, by which alone future production 
of such commodlt ea may be assured. If we are to maintain the normal goM pro- 
■luctlon of the Tnlted States It Will be necessarj- to lake this Into connlderatlon. 
4iot<l is the only product, because It tn ttxed In price, that has uot l>eeii able to 
reK|x>nil to the law of supply and demand, and special provision must be made 
If \\e are to keep the gold production of the country from vanishing altogether. 



The p'hl committee i-eferH to the exclHe tax prnposeii as Interfcrtni; with the 
free How of pild Into the arts, thus violating one »f the basic elciiientH iif the 
sold standard. In another place the committee refei's to the exclsi? ns a differ- 
ential tax on a raw material. In this most Iniitortant provision of the bill the 
committee has overlooked the fact that the excise Is to he paid only upon the 
sale of the uninuructured article, and not upon the hullion, v/hltb the manufac- 
Turerti will receive from the mint as they always have at the flsed price of 
S2().0T per ounce. In tills way a free f^Id market is maintained, and there Is no 
interference with the free flow of gold either Into the arts or from the arts Into 
the mint. The fact that tlie rate of the cxi'lse Is tlxed at ."50 cents a i>ennywelght 
for the line gold contained can not be construed as a differential tax on the raw 
material, as It Is simply a means by which the tax nmy be equitably measured 
and levied upon the consumers of articles containing gold. In the same nmnner 
In which the French Government has lmpose<1 its sumptuary tax. 

PAPMl CUSRF.NCV IXFLATIOS AND NOT GOrj) CAUSE TOR HIC.H PRICKS. 

The committee makes a statement with reference to the effect nf gold produc- 
tion as follows : " Increased gold production In a period of low prices end tow 
coRts makes It easier for prices to rise again, while diminished gold In periods 
of high prices and high costs tends to reduce prices and costs again." This Is 
not borne out by the facts. The gold prwluctlon of the world has declined from 
»4efl,000.000 in 1910 to $350,000,000 In 1919. a reduction of 25 per cent In the last 
four years, and yet prices throughout the world have risen enormously. Com- 
nKKlity prices In this country continued to Increase lietween May 1, 1919, and 
Mnv 1. 1920. notwithstanding the loss by excess exportation from the United 
States of f445000JXlO in gold or 14J per cent of the highest gold stoclt ever 
poRsesseil by this country. Furthermore (luring the period when the gold re- 
serves of foreign nations were being greatly reducetl by what they sent to tills 
country their prices advanced even more rapidly than those In this country. 
ThiM Indicates that the reverse of the committee's ni>servatlnn Is true, that the 
ilepletlon of gold reserve nt a time when currency Is rapidly expanding Is mainly 
jieconntable for accentuating the increase In prices. The degree of Inflation Is 
nieiisureil by the ratio of the gold reserve to the volume of the clrculallng 
nie<lln, and it must he apparent that an Increase In the gold reserve without an 
Increase in the circulating media would reduce the degree of Inflation. It nuint 
also be evident that the effect on prices of the supply of gold In active circula- 
tion is relatively small compared with that of the credit currency baseil on gold 
which Is not " free," but locked up by the Treasury and reserve banks and used 
Indirectly as the basis for a larger volume of currency. If this gold were really 
free and circulating, It could not be so used. The true remerly for Inflntlon Is 
to return the gold to circulation, from which it has been so greatly wltlidrawn 
as the basis for inflation. Of the total gold stock of the United States, which 
amounted on October 1. 1920, to 12,704.672,504. 82,003,072,000 was held as the 
gold reserve of the Federal reserve system, and thereby was tied up by the Fed- 
eral reserve act. 33 per cent against net deposit liabilities, and 40 per cent 
against the note liabilities of the Federal reserve banks. After satlsiying the 
rewrve requirements of the net deposits there was on October 15, 1920, a gidd 
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cover of 46.6 ceots for evety Federal reoerre dollar note In circulation, of which 
there were »&353,271.000. The gold cover on October ICi, W20, of tbe Federal 
reserve note was but 6.6 cents per dollar above the arooant required toy law, 
which Is closer than conaervatlve flnanclere would like to fee It. 

DEFLATIOH KOr A MtUEOY. 

Willie the business ntTalrs of the country are gradually adjusting themselves 
to normal It will, in the minds of most bankers end economlats, be many years 
before the dollar will regain Us purchaalng power of 1914. In fact, that time 
may never come. Consequently, temporary means must be provided to sustain 
the Kold-mining industry over tills period of gradual readjustment. While it 
Is true that there has been an attempt made to contract the credit structure 
of the country, I would call your atteDllon to tbe continually increasing volume 
of currency In circulation and the decline in the gold reserve ratio of the 
Federal reserve sj'stein. While the (fold ratio may Improve with a contraction 
of the credit and currency structnre of the country, we sliaU, on account of our 
adverse trade balance, be forced to lose a considerable amount of the gold 
which might be thereby released. 

It Is t)elng demonstrated that a vast amount of Inflation can not be reduced 
without causing hardship and loss of employment, and, therefore. Is It not r 
proper correction to make stronger the reserves and circulating media by in- 
creasing the production and conserving the use to which the gold is put. thereby 
Increasing the production of commodlUes which are so greatly needed throuidi* 
out the country to-day? By this means only can the currency and credit struc- 
ture of the country be deflated, while, at the same time, increasing the physi- 
cal production of commodities so as Co lower the coat of living, and wltli the 
Idea always In view that it Is the use to which money and credit are put 
that is the all-Important thing. While the committee has urged that deflation 
la tbe only remedy for the economic preKsure to which the gokl-inlnlng luduslry 
la subjected. It Is evident that any process of deflation must 1>e sii gradinil 
that it will not restore the purchasing power of the dollar In time to save the 
industry from complete destruction. Particularly In view of the fact that Con- 
gress has flxed the price of gold, It seems that Congress has now tbe power to 
stimulate the production of gold by creating the machinery whereby the con- 
sumer of gold in the industrial arts may pay more nearly the cost of production 
for his raw material, thereby enabling the producer of new gold to increo-ie 
his output to meet the industrial requirements of the arts and trades, and 
protect the monetary gold reserve from further Industrial depletion. Tbe Gov- 
ernment should legislate to stimulate the domestic gold supply and thus relieve 
the strain and send into the currents of Industry the invlgoratlon of this new- 
gold. The process of deflation In order to serve as a solution to the gold 
problem would have to take place so rapidly that It would paralyze the entire 
Industry of the country. It can not be that the committee would want to see 
deflation take place so rapidly. The attendant Ills of a too rapid deflation 
(-an not be too strongly emphasized. Labor dtfBcuItlee will become more rather 
than less numerous. The Iok» of emijloyment alone would create n burden 
upon the entire public In a lessened protlucllon, which could not lie borne with- 
out suffering and the Impairment of health. The losfj In the production of new 
gold to the gold reserve will Ktlll further accentuate the volume of deflation. 
It will he necessary also to analyKC our exports of gold more carefully and to 
Increase the production of new gold at leant to satisfy the requlremencs of the 
manufactures and the arta Our gold should henceforth go to European coun- 
tries whose reserves are now depleted and not to Japan to swell Its already 
large reserves. Gold should not be sent In such large quantities as last yi-ar 
to India and China, where If Is hoarded and removed from International cir- 
culation. To prevent this leak of gold we most purchase no more goods In 
oriental countries In value than they are purchasing from us thereby leiclliiR 
the trade balance. 

coMurrtXR undbbesti mates influekce of smalt, auountb or oold. 

The committee has stated that a loss of $22,000,000 occasioned by the In- 
creased industrial consumption of gold over the production of new gold la a 
very small Item to the monetary gold stock of the Nation. In the opinion of 
tbe committee no donbt the $30,000,000 In gold tbat was withdrawn from the 
tJnlted States Mint and coinage and used for Industrial purposes during 1910 
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was also an caccealvelT small amount, notwlUutandlng that tbe metal was 
«ntlTely diTerted Srom monetary vaa. Tbe gold dollar In the vaalta of the 
FVdeml reserve banks may serve an the basis of deposit liabilities of $2.80 
and these deposits to the credit of a member bank maf. in turn, serve to 
enable credit extension b7 that bank of anywhere from 7i to 14 times that 
amount, or, aaj, flB to ^15. With reserves close to the legal minimum, there- 
fore, every million dollars of gold lost to the monetary gold reserve means 
forced credit contraction of at least twenty millions. Tbe 180,000,000 with- 
drawn for Indlvldoal coosumptloii daring 1&19 would, therefore, be equivalent, 
at tbe least estimate, of a contraction In the credit structure of the country 
of ¥1.600,000,000. It Is interesting to note the comments In the reviews of sev- 
eral of onr banks recently with reference to the marked Improvement In the 
money market resulting from tbe small amounts of gold which have come in 
from Europe. The National City Bank statement of October makes the follow- 
ing reference: " (hie explanation of the easier tone in the money market is to 
l>e found in a moderate Increase of reserves, due to importations of gold from 
Paris and London. Tbe lawful reserves of tbe reserve banks on Septemtwr S 
aggregated $2,117,OS7,000, and on September 21 they aggregated $2,101,584,000, 
an increase of some $84,000,000." In the statement of Tbe Hechanlcs and 
Metals National Bank of October tbe following statement Is made: "Tbe gold 
eomlng from France Is helping to Increase Uie base upon which that credit 
rests." In the 10 days ending September 30 approximately $11,000,000 of gold 
was Imported from Prance, which Indicates what a small amount imported Into 
tbe conntry has so great an influence on the money market Can it be that tbe 
normal production of gold In the United States, which In 181S was $100,000,000^ 
would not exert a like Influence on the money market, or Is there some magic 
difference betwe«i that gold which Is Imported from Burope and that which 
may be produced In tbe TInltad States I These small Importations of gold ease 
oor Dooney market at the expense of a depredation In French and BritiiOi ex- 
change, which reduces their purchaMng power In onr market. 

FUHKB WOULD VAST 0BAIN8 IN DOLLAB. 

The reference made by tbe committee to the use of the Index number In the 

bill as a means for adjusting the excise and premium as being similar In Its 

application to the plan of Prof. Irving Fisher for stabilizing tbe dollar, shows 

a marked lack of knowledge concerning his proposal. The 'Index number as 

used by Prof. Fisher would lessen or Increase the number of grains in the 

standard dollar from time to time, a fundamental change In the gold standard, 

wblle the Index number as employed In the bill In no way changes the number 

of grains In the standard dollar and is used merely as a basis of comparison In 

order to equttahly adjust the cost and price equation t>etween the producer of 

I new gold and the consumer of industrial gold. As used In tbe bill, the Index 

I number has also been used for many years as a basis for r^ulatlng wages and 

I for adjusting costs. 

AMPLE PBOTECnON AOAIIIST FBAUD. 

The committee's objection to the bill based upon the possibility of fraud arls- 
' lug from the dlfllculty of distinguishing between virgin and old gold Is more 
f serious In theory than It will prove in practice. With tbe cooperation of the 
I Bureau of the Mint, the Bureau of Mines, and the Oeologlcat Survey, all of 
wlil<dk organizations have fleld representatives in the gold mining districts, any 
successful fraud on the Government could only be on a very small and negligible 
I scale. The affidavit of production specified in the bll) and the penalty provided 
I Infiures the Government every protection against fraud. 

IMUTIBH OOLD BTTPBXMACT. 

In 1915 the United States pro<loced 21.5 per cent of tbe total world's gold out- 
put, and the British Empire 6S.7 per cent. In IBIO the United States produced 
but Ifl.O per cent of the total world's gold output, while the British Empire pro- 
duced about 70 per cent. Since July 24, 1019, the British Empire has Iteen pay- 
ing an exchange premium, as high as 50 per cent, to the gold producers of 
South Africa, where the bulk of the British gold Is produced, while In the 
United States no assistance has been rendered the gold mining Industry. The 
gold producers of all British possessions are receiving the beneflt of an ex- 
change premium. This year tbe contribution of tbe United States to the gold 



I 



138 PROTECTION OF THE GOl.D KESEEA E. 

producHon of the worto "'111 probably be not more tban 12 per ceut, about buir 
of tbat which It contributed In 191S, nhlle tbe Btlmulatliig effect of Die es- 
chRnge premium ivlU probRbly Incrense the quota whitrli tbe Brittsh Empire 
will contribute to 75 per cent. Whereas fn 1915 the Brltisti Empire pro(luce<l 
three times as mucli gold an tbe United States, lu 1920 Britain will huve pn>- 
Ouc-ed six times as much. Are we to continue to iKnore tbe problem of gold 
production In the United States, thus permlttlog the British Empire to Ruin an 
unquestionable sapremacy? 



It is fundamentiil to the rei'NinbliBbment of the gold stimdard as tbe l>asls I'f 
world intercourse tbat gold mining sbonld go im at something like its normal 
rate. This requires tbat prospecting, exploration, and development shall be 
carried on contlnnall.v end that the liidiistry lUiall Invite Investment upon terms 
falrl.v competitive with other Industiles. Gold mlnlns under modern conditions 
in not an Industry Into which or from which capital can readily be shifted. It 
takes a long time to Snd and develop a good gold mine. It Is not a casual 
Industry, which can be suspended and resumed without serious Interference 
with the volume of production. A consi<lerable portion of the output always Is 
ubtalne<l on a small margin of profit, and if such operations nre sust>ended and 
the mines tilt with water, they are likely to be abandoned permanently. The 
gold-rolnlug Industr)', which has bo greatly shut down In the last four years, 
will be completely shot down unless constructive aid Is pn>vlded without delay. 
In which event It will take years to develop a normal output of gold at a ver? 
nmch greater expense. To allow the gold mines of the United States to cave In 
and fill with water entails a waste of developed gold resources, which In a most 
critical hour of financial need will cause want 

Mr. George E. Roberts, who served for 14 years as director of the mint. In 
n statement of Decemt)er 20, 1B19, made the following comment : " I fear tliat 
a low production of gold and an unfavorable outlook for tbe Industry at a time 
when credit was being curtailed and prices lowered would have the effect of 
i-evlilng all the monetary heresies of the jwist. We want to stand by the gold 
standard : It is the sheet anchor of enduring pro^H-rity ; but the gold standard 
will require a healthy golil-mlnlng Industry to sustain it." 

P'ar from from t>elng a danger to the golil standard the emictment of this 
liill wilt protect tl\e monetary gold reserve and will greatly assist In retaining 
the gold standard during the present period of credit restriction, accomiianled 
by declining prices. The continued depletion of tbe }!oId stock by excess ex- 
portation and Industrial use will force a rapidity In deflation wliich will se- 
rously liupali' the public confidence in the Nation's fliinnce and currency unless 
a normal gold output Is maintained. 

That Is situation may be remedied without delay tbe Congressional con- 
sideration of this hill should be expedited. The British gold producer has 
l>een aided by tlie exchange premlnm. This bill offers a domestic solution for 
our own gold problem. I trust that this convention of bankers will lend the 
Impetus of thtlr Indorsement to this bill which will pi-otect the position of the 
United States as a creditor nation. 

Mr. McFaddex. At the hearing on December 10 Mr. Garner raised 
the c|uestion as to the constitutionality and urged that the committee 
obtain the opinion of the Attorney General as to its constitutionality 
before proceeding further with the hearings. It has developed that 
the Attorney General is prohibited by law from rendering opinions 
with reference to legislation in process of enactment. Since that time 
I have made some investigations with reference to the constitution- 
ality of the act and herewith submit part 2 of the brief filed bv 
W, H. H, Miller, Attorney General, and William H. Taft, Solicitor 
General, on October 24, 1891, in the tariff act, cases 1049, 1050, and 
1052, to be found on page 64 of the brief, volume 17 of briefs, Octo- 
ber term 1891, in the files of the clerk of the Supreme Court. Thia 
brief presents ample evidence concerning the validity of the bounty 
clause under the Constitution, and leaves no room for debate as to 
the constitutionality of the provisions of the bill (H. R, 18201) which 
I have introduced. 
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According to the latest statement of the Director of the Mint, 
giving the production of gold in the United States and possessions! 
for the year 1920, gold was mined in 19 States, one territoi-j — 
Alaska — and two possessions — the Philippines and Porto Kico. The 
bill must, therefore, be construed as having broad application to the 
United States as a whole rather than to any particular section 
thereof. 

It is not in the interests of tlie monetaiy security of the Nation to 
allow the gold mines of the country to further disintegrate, and, 
therefore, the bill providing for the maintenance of the normal gold 
production of the United States is in the interest of the general wel- 
fare of the United States. 

Quoting from the brief, "All the authorities agree that the Gov- 
ernment may recognize a moral obligation to any class of citizens Dy 
direct appropriation, though the claim is not based on strictly legal 
grounds. (See Cooley on Taxation, p. 91, and cases cited in notes 
land 2.) 

Here was a case where citizens, by reason of heavy sugar duties 
which had existed for many years, had been induced to make large 
investments in the plant required tor the production of sugars ; and 
now it was proposed by Congress to remove the duties because the 
revenue which they produced was more than sufficient for the uses 
of the Government. The removal of duties would absolutely destroy 
fifty or sixty million dollars' worth of property invested in this in- 
dustry and protected by the duties. 

To enable persons whose property would thus be injuriously affected 
to prepare for the change, the Government was under a moral obliga- 
tion to reimburse them for their loss or to permit them by a bounty 
to continue the business until such time as the business might be self- 
sustaining. 

The Aldrich Act of 1900 provides that the standard dollar shall 
contain 25.8 grains of standard gold, nine-tenths fine, which is equal 
to 23.22 grains fine gold. There are 480 grains of gold in a fine ounce, 
which, divided by 23.22 grains in a standard dollar, fixes the price of 
the gold at $20,67 per ounce. And thus arbitrarily fixing the price of 
gold the Government has greatly penalized the producer of gold dur- 
ing the past five years by so greatly depreciating the purchasing power 
of the dollar, whereas, on the other band, the same law is accountable 
in effect for subsidizing the jewelers and other consumers of gold by 
supplying them with gold at the pre-war price. In this respect the 
(lovemment has created a moral obligation which must be taken into 
aorount. 

On account of the importance of this brief in establishing the con- 
stitutionality of the act, I ask your consideration of its publication in 
the record. 

{Brief referred to is attached hereto.) 



ThoiiBh we nrc confli1t>nt. fur thp rPuFuinB ]ust given, thnt the court will dis- 
pose at tills case without considering (he validity of either the bounty or the 
iwlfiroclty clflHSp. we, nevwthless. feel ohllged by the argument ot appellants' 
fTiinwl to dl^iiss the constltntlonnllty of those provlstona. 
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It may be conceded tbat the bountir must be paid out of the Treasur; of the 
United States from funds raised by taicallon, and therefore that, unless Congress 
baa power to levy a tax for the purpose of paying the bounty, an appropDatloti 
for a bounty Is beyond Its power. 

Section 8 of Article I of the Constitution, which describes the powers of Con- 
gress, provides that — 

" Tbe Congress shall have power to lay and collect taxes, duties, Imposts and 
excises, to pay the debts and provide for the common defense and general welfare 
of tbe United States; but all duties, Imposts, and exdsea shall be uniform 
throughout the United States." 

Under the language of Chief Justice Marshall In the case of Gibbons v. Ogden 
(9 Wheat, 199), the proper construction of this section Is that tbe power of 
taxation by Congress Is limited to the purposes of paying the debts and of provid' 
log for the common defense and general welfare of the United States. Such ts 
tbe view of Mr. Justice Miller as shown In hU recently published lectures on the 
Constitution. (Miller on tlie Constitution, p. 231.) See also Story on tbe Con- 
stitution, 82T ; Message of President Monroe to Congress, May 4, 1822, WlUlams s 
Statesman's Manual, 492-519.) 

Congress has power therefore to levy duties for the puri)ose of providing for 
the general welfare of the United States. Is the provision for the payment of 
bounty to sugar prodttcers, above set forth, " for the general welfare " ? 
Appellants' counsel contend that It is not, because It Is primarily for the aid of 
private Individuals and only remotely for a public purpose, and therefore not for 
the general welfare. 

It has been held In a number of cases, upon which appellants' counsel r^, 
both In this court and In the courts of the various States, that taxation must 
be for a public purpose, and therefore that, where it Is proposed by a municipal 
corporation to pay money or lend credit to a private individual or company as 
an inducement to the construction of works wlthtn the limits of the mnnlclpal 
corporation, tbe remote consequences of benefit to tbe people of that corporation 
are not sufficient to make tbe purpose of the delation a public one, and laws 
authorizing the same are void. Tbe leading case upon this subject ts Loan As- 
BOCiatioD V. Topeha (20 Wall., 6S5), where It was held that bonds Issued by a 
dty to pay a bonus to a manufacturing corporation to build Its plant within 
that city were Invalid and beyond the power of the city, even though expressly 
authorised by the leglBtatnr& Other cases to the same effect are numerous. 

In Commercial National Bank of Cleveland v. City of lola (2 Dillon. 353), 
Mather v. City of Ottawa (114 IlL, 669), Welamer v. Tillage of Douglas (64 
N. Y., 91), Attorney General v. City of Eau Clolre (87 Wis., 400), Opinion of 
the Justices (58 Maine, SaO), Coates v. Campbell (87 Minn., 4B3), Allen v. In- 
habitants of Jay (60 Maine. 124), tbe principle laid down In Loon Association 
T. Topeka has been followed ou a similar state of facts. In Lowell v. Boston 
(111 Moss., 484) end Peldman & (>i. u. City Council of Charleston (23 S. C 
R7) It was held that an act of the legislature authorizing a municipal corpora- 
tion to Issue bonds for the purpose of raising a fund to lend to those whose 
buildings had been destroyed by a lire which consumed a large part of the dtles 
was Invalid because the purpose to which the money was to be devoted was a 
private and not a public one. 

In the case of The State ex reL James Griffith et al., v. Osawkee Township 
et al. (14 Kans., 418), an act authorizing townships to Issue bonds for the relief 
of such farmers within their limits as had been deprived, by a total fatlnre of 
crops, of all seed with which to plant for a new season, was held to be invalid, 
as authorizing the' appropriation of public money for private purposes. (See 
also Parkersbni^ v. Brown (106 U. S., 487) ; Cole v. La Grange (113 U. S. 1). 
' The foregoing do not Include all the cnses on the Biibjtct, but they ure 
siifflrlent to show tbe principle which the nitpcIlBnts hpre Invoke to liivalldiite 
tbe bounty clause under connldemtlon. We respectftilly submit that they 
have no application to this controversy. They are, all of tbew, cases of 
nmniclpnl liij^atlon. which must be for public niunlclpnl purposes. It Ix ob- 
vious tliat the establishment of a particular Industry In one ploce by n bonus 
to specified private Indivklunls Is a very different object for taxation than 
the eneouraarcment by the National Government of a widespread Industry In 
many quarters of the Union for national purposes, with a view to dlversi^inR 
the Industries of the country and making It independent of other countries for 
necessities. Judge Cooley, In his work on inxntlon, page 71, says : 

" In considering the legality of the purpose of any particular tax a question 
of first Importance musi always concern (he grade of the government which 
assumes to levy It The ' public ' tbst Is concerned In a legal sense In any matti'r 
of government Is the public the particular government has been provided for. 
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9111(1 the 'inihltc pll^p^l^«e' fur wlitch iliat govern niftit iiuiy ttix fl^t one wlik-li 
<^>^L■emtl ItH nn'ii iieoplo. Hnd ixit M)iiie otiiei' penpl*' linving a go voru merit of ItH 
ouTi, for w)ii»<<> H'nntH tnxes are laiil. Tht^re maf. therefore, be n public pnrpiiiH' 
us rtmiriln the Pwleral I'liloii, which would not he such a bnsls for StntP tnx- 
ntloti, iind there may be a public pUHHise wlilch woul^l uphold Slate taxiitioii, 
hut not the tiixatlon which lt» miineipolitles would be at liberty to vote and 
<-olle<'t. The puriHwe must <u every iiistutice ixTtain to tlie Koverelfmty with 
which the tnx orlglnuteH; it uuixt he uomethhiif within Its Jurisdlctiim so ns 
til justlfr its making provision for It. 

Agnln, on pase 72: 

" The firade of tlie eovenuuent is ulso imporiaut for another reason. A 
uiunli'lpal government Ih one of dete^nted aud limited ]M>wer. whose authority 
Is generBlly to receive a somewhat xtrlct constniction, and which must lln<1 
llie purpot«e8 for which It may ta\ clearly ronflded to Its charge hy the State. 
It is not snfDcient that a purpose may xeeu) to belonx projierly to its Juris- 
diction, or tbat the court niay believe It ought to have ha<1 authority over it ; 
Tint it muKt be seen that the authority has been conferveil in fnet. It is other- 
wise with the Stale, which has all the i>ower of taxation not withheld from 
exercise In the making of the Rtiite and Federal t'oimtl tut ions, anil In suiqxirt 
of whose action consequently the niost llhernl hitendments are to he made. It 
Is otherwise with the Fi'deral Union also, for, though Its irawers are, In (jeii' 
eral, like those of the State, but are limited and defined by the Fe<leral Ton- 
stltution. yet. as they concern the most important matters of Oovemnient, nnil 
relate to subjects not of Uoniestc concern merely, hut of international inter- 
course, and to other matters which sometimes call for hrond and comprehensive 
views, and make a policy of liberal espendltures wise and stnteRinanllke. It 
-would be neither reasonable nor prudent to Rubject Its action In the matter 
«if taxation to critical rules. That which It de^'ldes to be an object of ]>ubllc 
expenditure must genernlly be so accepteil, and error In its action must he 
corrected by discussion and through public opinion and the elections." 

The difference between what constitutes a "public puri>ose" for a munici- 
pality and for the Government of the United States is illustrated by reference 
to those acts of Confrress In which direct bounties as acts of charity have 
been conferred by the United States upon classes of people In this country and 
in foreign countries. We have taken from the speech of Senator Daniel uinm 
the constitutionality of the Blslr educational bill a table, prepared by him 
evidently with much care and aecnrai'y. ahowlng the various acts of <'!ou(rress 
hy which sums of money were appropriated from the Unlteil States Treasury 
to assist private Individuals In distress. It Is found on page 220,^ of the twenty- 
llrst volume of the ConRressIonal Record, jtart R, Fifty-first Congress. March 
IT. 1890. 
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Seiiatur Dunlet ailt;ht have added to tbe list 'an act providing for Ue relief 
of the inliiibitnntB of Sim Domingo, rettldent within the United States, end 
found In n-anC of support, which woe p^wed a§ early as Febmary 12, 1794, and 
appropriated $lfi,OUO for the purpose. (6 U. S. Stat., 13. See also Story on 
the Constitution, sec. 991.) 

If the principle were to be applied to the National Government which Ir now 
lUToked by appellants on the theory that national fixation lias esaet analogy 
to municipal taxation, then every one ot the acta referred to in the foregoing 
table would I>e unconstitutional and void ; and yet, as we see, they cover a 
period of a century, nearly the whole life of our present constitutional govem- 
ment. It should beadded that In a note to be found In 4 Elliott's Debates, 2d 
edition, imge 431. It Is statetl that tlie act fur the relief ot cltlEetia of Venezuela, 
which authorized the President to expend (50,000 to purchane provisions for 
the object, the motion to till the blank for that amount was moved by the 
BtrlcteM constructionist of the Constitution the country has ever aeen, Mr. 
Calhoun. 

The lliustratlODS above given of congressional action, which the history of a 
century has made constltudonal, mark with emphasis the correctneBS of Judfce 
Cooley's Btatement, that a much wider latitude with reference to expenditures 
ts to be allowed the congress of a nation than the leKislature of a State or the 
council of n city, and show that those authoritlea relating to munldpal taxa- 
tion, upon which counsel for the appellants rely, are not applicable to the ex- 
penditures of the General Government. 

Production of sugar Is possible wherever sugarcane, sorghum, beetfl, or sugar- 
maple trees will grow. As will be seen from the records of the Internal Rev- 
enue Bureau, the number of applicants for bounty under this law Is about 
(5,000, and they are distributed over 24 SUtes— from CalifomlB to New TorK 
and from Tesas to Vermont, Promotion of the Industry by the boimty, there- 
fore. Is possible the country over. It is not local, but national In Its operation. 

It will be noted also that the sugar bounty Is not payable to any particular 
Individuals, but that, to anyone who niny care to Invest the time and capital 
in the growing und manufacture of raw sugar, the offer of the Government 
Is open. 

The principle was laid down in the case of Ix)*veU v. Boston, supra, that a 
purpose was not a public purpose becatise, by affecting the private interest of a 
great many IndlvldUHls, It would witimately affect the public weal. With re- 
spect to municipalities and States, that can have no international relations, 
this Is undonbtedly true, but the subject assumes a vei-y different aspect when 
treated from the standpoint of the collective Industries of a nation In competi- 
tion with and in relation to the industries of other nations. Questions of for- 
eign commerce and trade have alwa.vs In every country been the subject of ns- 
tlonal action. So It is with any national tiiovement toward the encoumFfement 
of diversified Industries for the purpose of putting a nation In such a eondltlon 
that It may have, within Itself, the power of maintaining Its existence. If neces- 
sarj-. Independent of. and against the rest of the world. 
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Tbe modem hiBtory at every fiunqteun nation Is full of InetanceB where, both 
bf the Indirect means of the levying of duties and by the direct means of 
bounties, particular industries have been encouraged. TO'day, with respect to 
Che very cultivation of suKar, we have the authority of Senator Aldrleh, who 
has made the subject u study, for saying that $45,000,000 la paid as a bounty to 
producers of sngnr who esport the same frotn Gennuny and Frimce. (Cong. 
Rec.. vol, 21, pt. 10, p. 9870 et. eeq.) We allude to this as showing the ueceBBlty 
for Government Interference In the encouragement of the sutfar Industry In this 
country. Such national action Is retiulred to offset the encouragemefit of the 
same industry In other countries, lest thereby we may be made altogether de- 
peodent for the supply of a necessity upon countries thus far removed. (Cong. 
Rec., vol. 21, pt. 10, p. 9876 et seq.) 

Alexander Hamilton, when Secretary of the Treasury, made a report on 
manufactures, to which we shall have ocoiston several times to refer In a dis- 
cussion of this subject. It Is to be found In the third volume of the works of 
Hamilton, edited by John C. Hnmlltnn. page 192, In dlscua.ilug the value of 
manufactures to tbe country and their national effect, he said (p. 239) : 

" Not only the wealth but the Independwice and security of a country appear 
to be materially connected with the prosperity of manufactures. Every nation, 
with a view to those great objects, ought to endeavor to possenis within Itself 
all the essentials of national supply. These comprise the means of subsistence, 
hahitntlon. clothing, and defense. 

"The possps,slon of these is necessary to the perfection of the body politic; 
to the safety as well as to the welfare of the society. The want of either ts the 
want of iin imporlant oi^n of political life and motion, and in the various 
crises which iiwiilt a State it umst severely feel the effects of any such deficiency. 
Tbe extreme embarrassments of the Unltc<l States during tbe late war from an 
incapacity oF supplying themselves are still matters of keen recollection. A 
future war might be cxpecteil to exemplify again the mischiefs and dangers of a 
situation to which that Incapadty la still. In too great a degree, applicable, unless 
changed by timely and \-lgorous exertion. To eftect this change as fast as shall 
be prudent, merits all the attention nnd all the zeal of our public councils; 'tis 
the next great work to be accomplished. 

" The want of a navy to protect our esfernal commerce as long as It ahull 
continue must render It a peculiarly precarious reliance Cor the supply of essen- 
tial articles and nmst serve to strengthen prodlglou.sty the argunientfl In favor 
of manufacturea." 

Wlrnt Is here said with respect to manufactures ts entirely applicable to the 
growth and manufacture of raw suKur. By the removal of the sugar duty. Con- 
gress found Itself confronted with the danger of an absolute destruction of the 
domestic sugar production. The t""eservatlon of the Industrj- In this country 
WHS as essential, from the national standpoint, as the manufactures to which 
Hamilton has reference, and for the same reason. 

We have not argiieij lu favor of the encourageineni of the sugar industry 
by tnrllf or bounty as a iKivernnienlal policy, for we fully appreciate that 
(inestloii.s (if ifolltlcH and ecuuondcs arc not for this e'ourt to dcelile. The 
l.i«lie In the present discuSKlon Is one of power, not of |)o!lcy. But It is 
relevant to the Issue, inasiiiiicli as the power to tax dt'pends here on tbe 
tiurpose of Hie tax, to show that Hie puriiose In national, nnd neither private 
n'>r local. 

It Is tcM) late, in this year of grace 1JW1. for litigants lo argue that the encoin-. 
acement of dlversltied Indnsirles Is not a luitlonal purpose, and, so far as 
(""iingress Is concerned, therefore a public fiunwiBe. 

llr. Madison, lu two letters to Joseph C. f'aliell. September 18 and October 30. 
1S28 (Writings of Jauu'S Madison, vol. 3, pp. fi.S0-64«), argues the coh.4titii- 
tionallty of a tariff for encournglng manufactures, nnd points out that sanction 
has been given to this construction rtf the (Constitution by the General Govern- 
ment and by many of the State goi-ernments. 

A most complete hisbiry of Ihe construction by actual legislation an<l executive 
action of the f'onsiltutlon to i>ermlt the encouragement of mnnufactui'es by a 
tariff framed for the purpose is contained In the speech of Thouias S. Grlmke, 
dellvereil In the senate of South Carolina In December, 182a The spee<'h Is 
lirlnted In a pamphlet and bound In a collection of imniphlels to \w found !n the 
Library of Congress. 

Tor a i-omprehenslve view of the liistory of the country wllh reference to 
tariff legislation, recourse may well be had to the ninth cha[iter ()f Mr. Blaine's 
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Twenty Vpiii'K fii CimKrpsB, when- the iirnotical coiiMlriiciirin of llie ( 'oiistltiitlnii 
In favor of a protect Ivc tiirilT Is lU'iiionKtrnri'il. 

F'roni 17SII tiJ tlic pri-sMit time micivMsh'e I'l-eslilciits linve reciiiuiiieiKlnl 
nnil siicceHhIvt' foiiKreAspR httve eimrteil le^lMtotloii for tin- encouraKeiiienr nf 
i-errnlti lnilitHtrit>K by uimiis or rii\iUliiii iiinl for ii tiiitionHl iinrpoxe. Tin* 
wponti act of tlie First ('onKress nf riic t'niteil KtatPH. approvi-tl July 4, 17.'<!i. 
iviiH nil net liniMiRliiK lUitien. wlilcli expn-K-ily recltrtl lt« ptiriMiiw to he Hi* 
protection nml eiKiniraKeiiiPiit nf innniifuctiires. Tlie nyftnL Is ii» follow's : 

'■ Seo. 1. Wlierciw It is tippMsniT- for tlic siip|K>rt of soveriiuient, for the ilis' 
(-hnrfn> of tl» rtebtfi of thf I'nlted Stateo. uu'l llie enwrnraKPnient ami pmtefti'm 
(•f ntannfactiinv, tlitit iliitleti l>e luld r>ii x<hi[Ih. warm, iinil iiierclinndlse liniHirtnl, 
lie tt enncteil. I'tc." f 1 Stilts.. 24 ) . 

The tarlflfs of 17S9. 18V2. 1S16. of IS24. <if 182S, of 1S42, of 1S61. of IST.T. 
of 1874, iiDd of 1883. nre nil retK<at<Hl Instances of the exerHse of thf |MHver, 
Mr. Chief Justice Mai-Khull rmiil In McOiilioiiEh r. tlip Stiite of Miirylan.l i-t 
Wlieiit., 4fll ), where tlie [xiwer of ("imjirvss to iiiciinK>riite a Imnk was iiniler 
<liscussloD ; 

1 "It ha*i lieeii tnily siild that this nin si'ari'ely lie eonsliiereil us an "jieii 
question, entirely luipi'e.lnilictHl hy tlie fornier iirofPi'ilinpi of tlie nation iv.si>e-t- 
Ing It. The i)rliii-ltile now ninteste'l -kiix liilnKlwe4l ill ii very eiirly iierioil 
of iinr history, has 1iei>n feiiHiiiiKe;! hy many siici'usive leelsltitnres. a^nl I':i- 
lieen acted npon hy rlic JiiiTii-1nl ilepartiiienl. In nises of iiecnitar ilelii-jcy. 
as n hiw of nr.il nihteil ohtlaiirion. 

"An exposition of tlie < Tons) itiit Ion, ilpltlierolely es1ril>!is1ieil liy le;.'lKlnlive nets, 
on the failb of which an immense proiierty lais lieen adviiiK-eil, on^ht not to lie 
lt;rhtiy ilisreicarded. 

" The power n<iw eontested was esen-iseil liy the flnst Confcress elected nniler 
the iiresent C'onstitutlon. The bill for Incorimmtlns the Bank of the Uniteil 
Stales did not steal niKiii an nnsuBpectlng leKlalature, and pass unobserveil. 
Its pilnclple was completely understood, ami was opposed with equal zeal and 
nblllty. After lielne resisted, ftrst In the fair and open field of debate, nod 
aftei-wards In the Executive Cabinet, with an much ixTaeverlnft talent os any 
measure has ever exi>eripnced. and bein;; supported by arftumentR which iiin- 
vliiced minds ns pure and ns Intelligent as tills country can boast. It became a 
law, • • • It would re<|ulre no ordinary share of intrepidity to nssert thut 
a measure adoptt-d under thexe circumstances was a bold and plain usurpation 
to which the OouNtitutlon gave no countenance." 

What WHS stated by the Chief Justice with reference to the United States 
Kank net has etinal application to the protection tariff laws. We do not propose 
to spi'ud further time In a dlscunslon of their validity. It is an Issue long since 
flntitly settled. 

The principle thu8 established necessarily justified ttottnties. for. In tlie be- 
KlnnlnR of the operation of h protective tariff, the amount of duty levied Is a 
bounty to the domestic manufacturer, and It Is with a view to such a benefit for 
him that It Is levied. The suftnr duties lisve always had the effect of a bounty 
to domestic suimr protlucerK, Mr. Madison attempted to dtstlnfrulsh between a 
pi-otectlve tariff and a Iniunty. holding the one to be wltlltn the imwer of Con- 
ines and the other not. (4 Elliott's Delmtea, 2 ed., 52fi, 526.) Judge Hnre, 
in his work on constitutional law. Justly says with reference to Madison's view 
upon bounties : 

■■ Such a view unij- aii|>ear singular when contrasted with his support of a 
protective tarilT ns nu indirect means of ac<-ompHshlng an object nowhere eiiu- 
iiierated lii the 4 1< institution. Whether money shall he raised by taxatlou niul 
then laid nut in bounties, or purchasers shall he coniiietled to ]iay a hliclier 
price to manufacturers than they would hnie to give abroad, would sewn to lie 
merely a question of form." (Hare's American Constitutional Law, 244.^ 

The questiou of the constitutionality of bounties wns dlsciisseil hy Sir. HiiniH- 
ton fn his report on manufactures, to which reference has already liten made. 
(Works of Hamilton, vol. 3. p. 24a) Referring to the iwwer of <'ongress m 
provide for thein, Mr. Hamilton, on page 249. wrote as follows: 

"A question has been made concerning the constitutional right of the Govern' 
ment of the United States to apply this species of encouragement, but there is 
certainly no good foundation for such a question. The National Legislature 
has express authority ' to lay ond collect taxes, duties. Imposts, and excises, to 
pay the debts, and protide for the common defense and general welfare.' with 
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no other qualifleattona than that ' all duties, fmpoBts, and pxelaes shBll be uni- 
form throughont the United States, and that no capitation or other direct tai 
shall be laid unless In proportion to numbers, ascertained by a census or enu- 
merntioD, taken on the principles prescribed in the Constitution ' ; and that ' no 
tax or dntr shall be laid on articles exported from any State.' 

"These three qualifications excepted, the power to raise money la plenary 
and indefinite, and the objects to which It may be appropriated are no less 
comprehensiTe than the payment of the public debts and the providing for the 
common defense and general welfare. The terms ' general welfare ' were 
doubtless Intended to signify more than was expressed or Imported to those 
which preceded; otherwise, numerous exigencies Incident to the afEalrs of a 
nation would have been left without a provision. The phrase is as compre- 
hensive as any that could have been used, because ft was not fit that the con- 
stitutional authority of the Union to appropriate Its revenues should have been 
restricted within narrower limits than the 'general welfare'; and because' 
this necessarily embraces a vast variety of particulars which are susceptible 
neither of spedflcatiDn nor of definition. 

" It Is, therefore, of necessity, left to the discretion of the National Legis- 
lature to pronounce upon the objects wlilch concern the general welfare end 
for which, nnder that description, an appropriation of money Is requisite and 
proper. And there seems to be no room for a doubt that whatever concerns 
the general Interests of learning, of esricnitnre, of manufactures, and of com- 
merce are within the ^there of the national councils, as far as regards an ap- 
plication of money. 

"The only qualification of the generality of the phrase In question which 
seems to be admissible is this: That the object to which an appropriation of 
money Is to be made be gaieral and not local, Its operation extending. In fact 
or by possibility, throughout the Union, and not tteing confined to a particular 
spot 

" No ob]ectl<Hi ought to arise to this construction from a supposition that it 
would Imply a power to do whatever else should appear to Congress conducive to 
the general welftra A power to appropriate money with this ladtnde, which 
is granted, too, in express terms, would not carry a power to do any other 
thing not authorized In the Contsltutlon, either expressly or by fair implica- 
tion." 

The question of the validity of bounties Is thus an old as tlint of the pn>- 
twtive tariff, and has been answered In the name wuy by constant legislative 
ami pxe utive iiction. in accordunce with the vlewn of that iiblest iif Htatesmi'u 
and Jurists who penned the report on manufactures. There was a bounty pro- 
vided m the first revenue tiiw of 1TS9 on nil salted and dried fish exported, 
which continue*! in force until the tnrift of 1846 (1 Stats., 427). Th^re wiis 
a bounty provided on the cod fisheries by the act of February 16. 1792 (2 Stat«., 
220). ItH constitutionality was considered In the early Congresses (see 2d 
edtion of Elliot's Debati'S. vol. 4. pp. 426-428). where Sir. Madison argued 
sirenuously ngainst It, and yet it was iiasscd and remained on the statute booli 
nntll after Story wrote his work on the Consltution. (See Story on the Oin- 
Biliutlon, vol. 1, 901; act of fi'eb. 16, 1T02. chapter 6; act of July 29, 1818, 
r-liupter 35, 3 Stats. 49, where all thp acts respecting the Inmntles on flshertt'n 
are given down to 1846.) 

The act of June 5, 1794. section 14, chapter 51, of the first session, Third 
Congress (1 Stat., 387), provided for a drawback on manufactured tobacco or 
snuff and refined sugar exported. The act of May 13, 1800, chapter 66, of the 
first session. Sixth Congress (2d Stats., 84), Increased the drawback on siignr 
reUned and on spirits dlHtllted from molasses In the United States. This was re- 
liealed April 6, 1802. A drawback on refined sugar exported was reenacted 
July 24, 1813, chapter 21. first session. Thirteenth Congress (3<l Stat.. 36), and 
was repealed by the act of Februiiry 7i 1817, chapter 1. 

The act of January 21, 1820, provided an additional drawback on sugbr re- 
fined in the United States and exported therefrom, and the nmount of 5 cents 
per pound was allowed; and it wos provliie^l that the drawback should con- 
tinue In force until the exports of sugar should be equal to the Imports of the 
same article. It would be useless to refer to, and to comment upon, the various 
statutes of the United States authorizing drawbacks upon articles exported 
which have continued In force to the preSent day. Every one of these acts Is an 
BCt conferring a bounty on a particular industry. If a century's construction 
of the Constitution by Congress Is binding on the courts, then the question "f 
the pon-er lo tax for a bounty to particular Industries is no Umger lui 0|>en one. 
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Said Senator Morgnn of Alabama In the dlscuaslon of the tarlR bill hok Id 
question with relation to a bonntr provision : 

" It is too late to dispute the power of CongresB to encourage exports liy 
advantages, drawbacks, bounties, and premiums. Our subscriptions to world's 
fairs and expiwltlons. such as those of London, Paris, Sj-dney, Philadeiphia. 
New Orleans, and Chicago, are JustlQed, if at all, by the encouragement thus 
given to our eiport trade. 

" The drawback we give of 90 per cent of sums already paid and covered into 
the l^easury on the ImportaUon of foreign material when It is manufactured 
and exported to foreign countries is only a bounty paid out of the Treasury to 
our manufacturers to Induce them tu foster the export trade at the country. We 
call it drawback, but it is simply bounty. They pay tlie United States for the 
privilege of the soK^lled drawback by Increasing our exports. 

" The fisheries bounties tliat so long obtained were only questioned on grounds 
of policy. Tliey were rightly questioned and happily withdrawn. Still we give 
them free salt, and we give the like privilege to packers of meat for foreign and 
domestic trade. We pay premiums to shipbuilders for speed In our war vessels 
end extend large abatements of revenue duties to ablpbullderB who furnish ves- 
sels to soil under foreign Bags. (Cong. Itec., vol. 21, pt 10, p. 95112.)" 

Aa we have seen, bounties have not been confineil to exixirts, end, ao far as 
the prlnclble which appellants seek to apply is concerned, there can be no dis- 
tlnctiun between an export bounty and one upon domestic productions, wltetber 
exported or not, because In both cnsee the money is primarily paid to particular 
Individuals to aid them In their private business. 

Said Mr. Justice Miller, in hoaa Association v. Topeka (20 Wail, 655), the case 
upon which appellants most rely ; 

" It is undoubtedly the duty uf the legislature whlcli impoaes or authorizes 
munlci]>alItleB to Impose a tax to see that It is not to be used for purpose? of 
private Interest Instead of a public use, and the courts con only be Justified In 
interposing when a violation of this principle Is clear and the reason for inter- 
ference cogent. And In deciding whether, in the Riven case, the object for which 
the taxes are assessed falls upon the one side or the other of this line, they must 
be governed mainly by the course and usage of the Government, the objects for 
which taxes have been customarily and by long course of legislation levied, what 
objects or puH'oses have been considered necessary to the support and for the 
proper use of the Government, whether State or municipal. Wiiatever lawfully 
pertains to this and Is sanctioned by time and the acquleacence of the people 
may well be held to belong to the public use and proper for the maintenance of 
good government, thoufch this may not be the only criterion of rightful taxation." 

A course of legislation and an acquiescence of the people as old as the 
Nation itself has sanctioned both direct and Indirect bounties for the en- 
couragement of those Indnstrles which are closely allied with national growth 
and national independence, as a public purpose and &^ within the power of 
Congress. 

It Is hardly necessary to argue that a construction of the Constitution by 
Congress, contemporaneous with the adoption of that Instrument and continuing 
to Oie present day, should be controlling with the courts. The principle lias 
been too often announced by this court to require It. (See Ware v. The United 
States, 4 Wall. 618; The Laura, 114 U. S. 411; United States v. Hill, 120 U. S. 
189.) 

We have been discussing heretofore the validity of the bounty features of 
the sugar clause on the theory that provision of this sort was for the general 
welfare. There Is another ground upon which It can be supported. All the 
authorities agree that the Oovernment may recognize a moral obligation to any 
class of citizens by direct appropriation, though the claim is not based on 
strictly legal grounds. (See Cooley on Taxation, p. 91, and cases cited in notes 
1 and 2.) 

Here was a case where citizens, by reason of heavy sugar duties which had 
existed for many years, had been Induced to make large Investments in the 
plant required for the production of sugars; and now It was proposed by Con- 
gress to remove the duties because the revenue which they produced was more 
than sufflclent for the uses of the Qnvemment. The removal of duties would 
absolutely destroy $50,000,000 or $60,000,000 worth of property invested In this 
industry and protected by the duties. To enable persons whoRe property would 
be thus injuriously affected to prepare for the change, the Government was 
under a moral obligation to reimburse them for thetr loss or to permit them, by 
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A bounty, to coDtlnue tbe buslaesa until sucb time as the business might be self- 
sustaining. 

Mr. Webster, In hts speech upon the tariff of 1846 (works of Daniel Webster, 
voi. 5, pp. 161, 1S7], referring to the dlacuaelon of tbe tariff question In 1817 
and 1824 and to the opposition of Massachusetts to the tarllls of those years, 
to the change In her industries since then made necessary by them, and to the 
equity that Massachusetts had thereby acquired In a protective turift by such a 
course of legislation, said: 

" Were we to stand aloof from the occupations which others were pursuing 
around us? Were we to pick clean teeth on a constitutional doubt which a 
majority In the councils of the Nation had overruled? No, sir; we had no 
option. All tliat was left ue was to fall Iti with the settled policy of the 
country ; Iwcause, !f anything can ever settle the policy of the country or if 
anything can ever settle the practical construction of the Constitution of the 
country, it must be these repeated decisions of Congress and enactments of suc- 
cessive laws conformable to these decisions. New England, then, did fall In. 
She went Into manufacturing operations, not from orl)Clnal choice but from the 
necessity of the circumstances In which the leslalature of the country had 
placed her. And, for one, I resolved then, and have acted upon tbe resolution 
ever since, that, having compelled the Eastern States to go Into these puranlts 
for a livelihood, the country was bound to fulfill the Just expectations which It 
had inspired." 

Mr. McFadden. You will notice in the discussion hei-e this morn- 
ing that the gentlemen avoided the auestion of a subsidy to the jew- 
«ler5 in delivering them gold at less tnan cost; that is a direct subsidy 
to the jewelers or the country. I hope the committee will pay par- 
ticular attention to that pha.se of the matter' in view of the represen- 
tations made that this is a bonus to the gold miners. The fact re- 
mains that the jewelers are getting gold at less than the actual cost 
of production, owing to the fact that gold is used in this dual ca- 
pacity. 

Now, Mr. Chairman. I have here some important indorsements of 
this bill which I would like to have included in the record. The 
most important among these are the indorsements of the Colorado 
Bankers Association, the Legislature of the State of California, 
which was adopted with but one dissenting vote, the Northwestern 
Chamber of Commerce at Nome, Alaska, the Cordova Chamber of 
Commerce. Alaska, the Mine Owners' Association at Cripple Creek, 
Colo., the Leadville Chamber of Commerce. Leadville. Colo., and the 
Idaho Bureau of Mines and Geology at Moscow, Idaho; also letters 
from some 40 companies citing the exact conditions surrounding their 
operations at the present time. Many of these companies are operat- 
ing pumps to prevent their mines from filling with water, with the 
consequent loss of ore and damage to the mineS' in the hope that early 
legislation will be enacted by Congress. These pumping operations 
are sustained at considerable cost to the companies, and. since the 
properties themselves are not operating, it will be impossible for 
them to continue further unless Congress takes an active interest in 
the matter. On account of the fact that these letters constitute an 
exact record of gold mining operations I submit them for your con- 
sideration for inclusion in the record. 

Mr. Gabneb. Speaking about including all these papers in the rec- 
ord, it occurred to me that we might have an executive session of the 
committee and after this subcommittee had reported to the full com- 
mittee, it might not be necessary to go to the very large expense of 
having all this matter printed but if they decide to report the bill 
then all this matter should be included in the record. 
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Mr. McFadden. I wili say that I have listened with great interest 
to the gentlemen who have made the arguments here this morning 
and I want to show to the committee by these papers the desperate 
condition these minei-s are in. 

Mr. TiMBRBij^KE. These were not incorporated in your former 
statement ? 

Mr. McFadden. No, sir; they were not; they are entirely new let- 
ters. I would say further that many of these big operators are 
simply holding on and standing this loss, expecting that they are 
going to get some relief from Congress. If it were known to these 
gentlemen that Congress was not going to act I believe some of them 
would shut down immediately, but they are continuing their opera- 
tions because this matter is pending here, and they hope for some 
relief from Congress. 

Mr. Baciiabach. Have you any thought that you could pass this 
bill at the present session of Congress ? 

Mr. McFadden. I do not know. 

Mr. Bacharach. We have bills that have been over in the Senate 
for one and a half years. 

Mr. McFadden. This is a measure which is vital to this industry. 

Mr. TiMBERLAKE. I think it is the opinion of all. Mr. McFadden, 
that it is very doubtful whether this question could be taken up by 
Congress at the present time, but the fact that it is pending before 
Congress, do you think that would influence these people who are 
urging the passage of this measure? 

Mr. McFaddek. There is no question in my mind that if this 
committee will report favorably on this bill it will hold out some 
encouragement to these people. 

Sir. Bacharach. What is your thought about the argument that 
prices are receding and things going back somewhere nearly to 
normal ? 

Mr. McFadden. The miners, in my opinion, will not receive the 
benefit of anything like that for some time to come. 

Mr, Garner. Do I understand that you would like the Committee 
on Ways and Means to determine one way or anotlier what report 
they are going to make on this bill ? 

Mr. McFardkx. I think that would aid the miners to decide as to 
their continuing or discontinuing their operations. 

Mr. (lARNER. If we ai-e going to make an adverse i-eport you wouhl 
like to know so as to advise the miners? 

Mr. McFadden, I think tliat these minere Khonid know. I do 
not need to call to your attention the decrease in pro<luction; the 
figures are here showing that production has greatly declined and 
I think that all the arguments relative to the necessity of increas- 
ing the gold supply are in the i-ecord. In addition to that I would 
like to call attention to some speeches made at the American Mining 
Congress Convention at Denver, Colo., held November 15, 1920, at 
which gold-mining specialists within the various gold-producing 
areas of the United States, after an examination of their territories, 
made a presentation of the facts. These addresses were abstracted 
in condensed form and published by the Engineering and Mining 
Journal, December 18, 1920. I have here a copy of the publication 
and no more authoritative statement could be presented to you upon 
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tins subjet-t, and one no more comprehensive of the domestic gold- 
mining conditions. That this infoiination may be before the com- 
mittee. I shall appreciate your consideration in having the same 
pnblished in the record. 

Mr. TiMBEBi-AKE. Did that convention of the mining congress 
pass any resolution with respect to this legislation? 

Mr. McFadden. Yes, sir ; they did. They indorsed this bill. 

Mr. (lAMTEB. If I understand yonr argument correctly, it has been 
more in the way of relieving the miners of a disturbing condition 
rather than the production of gold for circulation. 

Mr. McFadden. It has been primarily for the relief of the miners 
who were compelled to continue operations and pi'oduce at a cost 
in excess of $20.67, the price fixed by the Government. We feel that 
the fact that the price was fixed by the Government has a bearing on 
the situation. I think it necessary for us to produce all the gold 
we can, for sooner or later, when these wide reductions in prices take 
place, the countries of the world are going to draw on us, so it seems 
to me to be an economic proposition mther than to say to the miners 
that they must get out of business. We should do everything we 
can to encourage them. 

Mr. Garnek. Aside from the necessities of the miners, is there any 
other question involved! The major proposition is the necessity of 
gold as a circulating medium in this country, is it not? If that latter 
proposition is involved, then, of course, the question of restraining 
the arte from using so much gold would be a matter for this com- 
mittee to consider, I would like to have somebody file a brief on 
that subject. I do not think that gold is a necessary article for the 
arts. We could get along without them if the gold were actually 
needed for a circulating medium. 

Mr. McFadden. I thmk the general position in that respect is cor- 
rect and that there is no question that this world-wide use of paper 
money is not backed by the gold reserve of the world, and while we 
are the only country now on a gold basis, sooner or later the other 
countries will be forced to go back to the gold basis. • 

Prof. Kemuereb. May I ask the gentleman a question as to the 
annual production of gold in this country? Do you not think that 
the annual production of gold in the United States is a pretty small 
proportion of the world's supply of goldt 

Mr. MoFadden. I realize tnat it is, and realize what England has 
done for many years to stimulate the production of gold ; it has made 
it possible to get materials, explosives, and other supplies by the 
operators, and while she would not come out with a bonus she has 
through exchange given the miners a great deal of help. 

Prof. Kehhereb. That is debatable. 

Mr. McFadden. I would like to ask Prof. Kemmerer some ques- 
tions. I do not wish to take up the time of the committee, but I have 
here a statement by Prof. Kemmerer, as follows : 

From 1918 to the peak of high prtcps in the sprlnft of 1920 the coat of Uvlnjt 
In tbe United States more than Jonbled, while wholesale prices increased 72 
p(-r cent. Now, such declines In prlcefi as have so far taken place represent but 
H fmaW fraction. The gold rtnndnrd Is the only nionetnry standard with which 
thp world Is famlllnr, nnd that is Bnltnblc In ordlnnry times for world use be- 
cnnse no substitute for the Kold standard has been devised, and In answer to 
the queDtton how far deflation could gn. sxld that it is largely a question of tlie 
replacement of the pjld reserve. Europe has so far deflatwl vpry little and 
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the gold reserves are Insaffldent to enable them to return to tbe gold standard, 
and as Europe returns to the gold standard she will reclaim much of the gold 
Bent us Bince 1917 and our eupply will decline to sometliing like prewar pro- 
portlona on the snpposltloD that the world's supply wlli be restored to general 
prewar conditions, all within a reasonable time, and will result in further 
deflation. 

That, I believe, is practically correct, is it not! Now, if as you 
say how far depletion should go is there a question of replacement 
and would it not be better to increase production? 

Prof. Kemmerer. My answer to that would be that the only proper 
method of accomplishing that, by which we could get anywhere, is 
through the reduction of this highly inflated paper money and de- 

Eosit currency. To-day, I suppose, according to the figures of the 
lirector of the Mint, there ar© $7,500,000,000 to $8,000,000,000 worth 
of monetary gold in all the countries of the world. That is the 
supply on the market available for monetary uses. Our annual pro- 
duction in the United States at the maximum was $101,000,000, or 
about 5 per cent of the world's total annual production, or 1 per cent 
of the world's total gold monetary supply. Now, I can not see that 
an attempt by ourselves to increase the world's supply of gold to 
such an extent as to help this readjustment and avoid the necessity of 
great currency contraction to get the world on a gold basis would 
get us anywhere. The amount we could throw on the market would 
be infinitesimal at best, and we would be placing on ourselves the 
burden of a heavy tax and bounty in this country; $100,000,000 of 
new gold added to the world's supply would not be a drop in the 
bucket. 

Mr. McFadden. In that connection, supposing that we kept our 
gold production to ourselves here entirely, what effect would that 
have on the situation ? 

Prof. Kemmerer. To keep it at home by an embai^ would destroy 
our gold standard. Before the war, the world's gold production 
was increasing more rapidly than the demand for gold, and the main 
cause in the increase of the cost of living from 1896 to 1914 was the 
world's increased gold production. Our percentage of the world's 
gold production is small, and if our gold production had been wiped 
out entirely we would probably have had more stable prices than we 
had. If our whole gold products should be wiped out— that is, only 
22 per cent of the world's annual production — I do not think it would 
have a big effect for a long time. The point I have in mind is that 
in the case of gold changes effected bv small alterations in the annual 
gold production of one country are like changing the level of a big 
lake by varying the flow of a very small inlet. The annual produc- 
tion of any one nation is such a small part of the world's gupply that 
it would not have'an appreciable effect on it. 

Mr. MoFadoen. Do you mean to infer that there is too much gold 
in the world to-day? 

Prof. Kemmerer. I would put it in this way : The on© main con- 
sideration, of course, is a staole currency. We do not want prices 
rapidly rising or rapidly falling, if we can avoid it. Before 1914 we 
were producing gold so rapidly that it was decreasing in value, and 
since tlien we have been putting in these substitutes for gold so ex- 
tensively that the value of gold has been decreasing much more 
rapidly. Now, if you are going to stabilize prices at the present high 
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base, if you are goin^ to try to ^t a gold reserve sufficient to stabilize 
prices at this level in the United ^ates, England, France, Russia, 
Oermany, and the other European countries, you will have to turn 
a simply enormous amount of new gold into the money uses, many 
billions of dollars, I think the answer is to contract our credits. 

Mr. McFaddem. You think this inflation is but the effect of the in- 
creasing production of gold, how does increased production of gold 
affect this ioflationl 

Prof. Kehmekkr. I should say that there is such a thing as gold in- 
flation, and then there is paper-money inflation. A specific instance 
of paper-money inflation is when we had the greenbacks. Tlien we 
used paper currency almost entirely and issued it in such great excess 
that we got on a depreciated paper-money basis. We have another 
kind of inflation when on a gold basis we increase our money so 
i-apidly that we force the gold dollar itself to become worthless as 
money ; namely, less in purchasing power. In 1913 to 1919 we had 
gold inflation. We were increasing our gold and our substitutes for 

f:old so rapidly during these yeaiB tnat we were having gold inflation. 
V'e withdrew our gold from active circulation and put it in the gold 
reserves of the banks, and in the Government Treasury, Then we 
inflated our paper money, putting out Federal reserve notes by the 
billions, and we greatly expended our bank deposits that circulate 
through checks. From 1913 to 1918 the phyocal volume of trade in 
the "Dnited States increased 10 to 16 per cent, while the money in cir- 
culation increased 71 per cent and bank deposits 120 per cent. The 
big inflation since 1918 has been due primarily to the effect of this 
expansion of paper money and bank deposits. In Europe most coun- 
tries are not on a gold basis at all. 

Mr. McFadden. How do you distinguish between bank credits and 
paper money ? 

Profi Kemmerer. From the standpoint of prices there is no funda- 
mental distinction. Bank deposits which circulate by check have the 
same effect on prices as bank notes. 

Mr. McFadden. Then in your judgment so long as bank credits 
are extended, there is no difference from the same number of bank 
notes! 

Prof. Kehmebeb. Tlie general effect is the same. 

Mr. McFadden. When do you anticipate that the dollar will have 

Tined its purchasing power of 1914? 
rof. Kemhereb. Price levels have been going up and down for 
generations. The price level was increasing in 1913, and had there 
been no war and had the rate of increase from 1903 to 1913 con- 
tinued we would be 19 per cent higher now than we were then. If 
you allow for other economic factors and especially for the economies 
in the use of gold made by the Federal reserve system, I should say 
that the price level to-day, without the war, would probably be 25 to 
30 per cent higher than in 1913. 

Mr. McFadden. Do you think that we are going to go back to these 
old prices? 

Prof, Kemmereh. I think we are going to go back to a level not 
more than 25 to 30 per cent higher than the 1913 prices, but any one 
of a number of things might happen to change the situation. I think 
that there is every prospect that some of the foreign countries will 
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debase their units of vslue. Ifradually Europe will take t>ack mui-fa 
of the gold she has sent us since 1913 until we are reduced to scmie- 
thing hke our pi-ewar proportitMi of the world's supply of monetary 
gold. Prices will then settle down to something like normal again. 

Mr. McF'addex. If the annual production of gold in the United 
States were to be increased and we were to export the surplus, how 
could it then be a«-ountable for the inflation in this country- and 
would it hot tend to increase the purchasing power of the Kiiropean 
countries in our country ( 

Prof. Kemmebeb. I should thiuk that that would be a very small 
factor. If we ha^'e men producing gold, that are not producing any- 
thing else, and if we increase our gold production to one hundred and 
twentv-five million, those men who produce the additional supplv 
would be withdrawn from other industries and we would acconi- 
ingly produce less of other things. If we should export fifty mil- 
lions of gold it would be Hke throwing a little water on the surface 
of a big lake, it would not materiallv effect the level of the lake. 

Mr. McFadden. The exporting o"f $50,000,000 wortlTof gold out 
of this coimtry would effect the situation now. 

Prof. Kemmereb. It would effect it temporarily. Suppose that 
you have a series of connected tanks, good sized tanks, and you pour 
a considerable amount of water into one tank, it spreads into the 
others and seeks its level. Pouring into the world's total gold 
niouetar>- supplv. an amount equal to 1 or 2 per cent, that supplv 
would be just hke throwing a supply of water in those tanks, it 
would distribute itself and seek its own level and part of it would 
come back, one hundred and fifty millions in the world's supply of 
eight billions would not be enough to influence materially the situa- 
tion anywhere. 

Mr. JifARTiN. Mr. McFadden. what have you to say about the point 
that this tax would be paid and borne bv Americans? 

Jlr. McFaddes. I do not apree on that liei'iiuae this bonus is a 
bonus paid dii'ectlv to the miners and does not change or effect the 
price of gold. It IS a bonus collected from the consumers of gold in 
the arts and trades and paid directly to the producers of gold, and 
therefore does not enter into the world situation. 

Prof. Kemmekkr. I think that, speaking of this $20,67 as a fixed 
jtrice. yaying that the jewelers are getting a Iwunty, represents an 
inc<irrect analysis. The adoption of a {rold standard itself neces- 
sarily fixes the price of gold. The United States Government practi- 
caliy says what any other Oovemment with a gold standard says, 
simpiv that we must bnve a unit of value, and that our unit of value 
is a fi.xed weight of a jrold dollar — in this instance 23.22 grains of 
gold. Anybody can take that much eoid to the mint and receive a 
dollar back, To say that the price or gold is $20.67 per ounce is an 
identical proposition. An ounce of gold is $20.67 when coined into 
money, and tliat is what we mean by the pold standard. That has 
l)een true since lfi37, when we adopted this particular weight. The 
Oovemment does not " fix the price of gold." The Government 
merely says that anybody can bring in a quantity of gold, and that 
it will stamp the gold and return it to him in the form of coin. The 
value of a gold dollar and of 23.22 grains of gold are identical. Now. 
as to this being a subsidy to the jewelers. 1 do not see that at all. 
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Wlien gold production increases, the price of everything tendf; to go 
lip, and the price of jewelry tends to go up. so far as the prite jof 
hibor is concerned, but the price of the gold in the jewelry does not 
^o up at all, so that the price of ofold jewelry would not go up bb 
rapidly as the price of otner articles. And tiiat very fact that by 
ijtitnulating the consumption of jewelry attracts gold out of the 
monetary uses into jewelry uses and teiids to lessen the supply for 
monetarj' use and to bring the price level back to normal. 

Mr. TiMiiEitLAKE. He has had a subsidy in that he got his raw ma- 
lerial at a fixed price. 

Prof. Kem MiiiKKR. l"he (iovernment did not fix the price. He is not 
subsidized. I would say that when he buys his raw material, he is 
buying an article that is depreciating in value, (iold is depreciating 
in value when other prices are rising, and when the jeweler buys his 
raw material, he buys an article that is deprecintin;; in value. He' 
will l>enefit bv the fact, just as the gold producer will benefit when 
the price level — including his costs — falls while the price of his prod- 
uct, gold, remains constant. Notice this other side of the question: 
The price <>f jewelry does not go up as fast as other articles when the 
price level is rising, but when other prices begin to fall the gold pro- 
chuer gets the benefit; his price is always ^20.07 an ounce. That 
price will not fall one cent, and that will tend to hold the price of 
jewelry at such times above the level of other things to the disad- 
vantage of the jeweler. Falling prices mean that the supply of gold 
has failed to keep pace with the demand, and that as a result gold is 
becoming increasingly valuable in terms of goods. In periods of 
fulling prices natural forces, the reverse of those mentioned above, 
assert themselves and ultimately force prices up again by diverting 
large and increasing proportions of gold away from the arts and 
into monetary uses. When prices are falling the gold producer 
Wnefits, and when prices are rising he suffers. When prices are 
rising the jeweler benefits, and when prices are falling he suffers. 
It is simply a case of supply and demand. It only looks different 
when viewed in a gold-standard country from the gold producer's 
angle. If we were on a silver standard, it would be the same way 
with silver. 

Mr, Ijawbie, Is gold free to respond? 

Prof. Kbmherer. I should say it is. It is an important point that 
the annual production of gold is such a small percentage of the total 
f u))ply on the market that variations in the annual production change 
the value of gold only very slowly. 

Afr, Ijawrie, The price varies with the demand for the metal? 

I'rof. Kemmerer. The price of gold does not vary. 

Mr. IjAWUIE, The Ciovemment having fixed the price, it still defers 
to the law of supply and demand? 

Prof. Kemmerkr.. The value of gold, namely, its purchasing |M)wer, 
varies, but not the price, (iold differa from everything else in the 
American market in two particulars: 

{ I ) The man who produces it has an unlimited market at the mints 
for every ounce he produces. 

(2) He can always get for his gold $20.67 an ounce. 

The gold producer, in other words, always has an unlimited 
market at the fixed price of ^.67 per ounce. There is no other 
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oommorlity of which this can be said. It ib due to the fact that gold ' 
is the standard of value. Where the variation comes in with gold is , 
in the costs of production. The prices of other things may go up — 
that of everything except Rold — and it may therefore cost the miner 
more to produce his cold, but the price of the gold which he produces 
remains the same. Likewise the prices of other things may go down, 
including the prices of miners' cyanides, explosives, labor, etc., but 
the price of his product remains constant. 
Mr. TiHBESLAKB. We will next hear from Mr. Lawrte. | 

STATEHEirt 07 HB. H. N. LAWSXE, ECONOKIST, AKEAICAK 

HnnivQ coHaBEss. 

Mr. IjAwrie. I have a statement here which I will not read. It con- 
tains a summary of the facts in reference to this subject, and I would 
like to have it included in the record. 

Prof. Kemmerer has made the statement that the increased pro- 
duction of gold would greatly increase the inflation and at the same 
■ time he stated that an increase in production would have little effect 
on the monetary situation. The percentage of gold is so small as 
compared with the volume of credit and currency that its effect in 
the monetary system has increased rather than diminished. The 
dollar in gold is equivalent in this country to some twenty or thirty 
dollars of credit— which has been issued. Deflation can be accom- 
plished by increasing the gold reserve as well as by decreasing the 
volume or the note circulation. 

Prof. Kemmerer's assumption that increased production of gold 
would increase inflation, must be based also on the assumption that 
an increase of credit would be issued: on the other hand, it would 
be possible, under the direction of our Federal Keserve Board, to 
keep that gold as an exportable surplus and not allow it to become 
the basis of currency expansion. 

The matter of the bounty in this case is a very small item. and. i 
even though it should go into the gold reserves of Europe, the in- 
direct benefits would bwome very much greater than the immediate 
costs. Gold does not respond, of course, to the law of supply and 
demand as do other commodities, for the reason that it is a Govern- 
ment price-fixed product, and this fact differentiates gold from all 
other commodities in the United States, the prices of which are not j 
fixed and controlled by the Government. Had gold been free to | 
respond to the law of supply and demand, it is quite likely, with the i 
very extensive use of gold in the manufacturing arts during 1919 and 
last year, that the price of gold would have increased as a com- 
modity. 

The French Government has submitted to our Bureau of Foreign 
Commerce a statement with reference to the tax which has been , 
levied in France on gold contained in fine articles of jewelry or i 
used for other than monetary purposes. This tax was fixed in 1873 
at 37 francs 50 centimes per hectogram, and has been increased by 
Jaw of June 25, 1920, to 60 francs per hectogram. 

Mr. Mahtin. That tax is not paid to the miners, is it? i 

Mr. Lawrie. It is paid into the treasury of the country; Franw 
does not produce any gold. 
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Mr. Martin. Does it not produce any in its African coloniesl 

Mr. liAWBiE. I think it has a very small production in the 
colonies. This official statement from the French Government goes on 
to say that this tax, striking as it does luxury goods or unessential 
articles, enters into the category of a sumptuary tax, the levying of 
which is admitted by all economists as a legitmiate procedure. It 
would seem that inasmuch as France has enacted and enforced an 
excise of this kind for so many yeai's that it has not caused any 
disturbance in the monetary system. If there were any bad effecta 
they would surely have been noticed before now. This tax is levied 
on the unit of Sne gold contained in the article, and is similar in 
that respect to the imposition of the tax as stated in the McFadden 
bill. 

Mr. Bacharach. How much gold was produced in this coimtry 
last yearl 

Mr. Lawrie. The Director of the Mint has made a statement to the 
effect that the gold produced amounted to $49,600,000. 

Mr. Bacharach. You estimated on May 25, 1920, that the produc- 
tion would not be over $^,000,000, did you not? 

Mr. Lawrib. I believe I stated between forty and fifty millions. 

Mr. Bacharach. I have it here in the heanng, you said : " I esti- 
mate that the production will not be over $40,000,000 this year unless 
substantial relief is rendered this year." Now, what is the difference 
in the wage scale between May and the present time? 

Mr. Lawbib. The wage scale varies in different localities where cer- 
tain kinds of gold are produced; there is placer mining and there is 
the quartz mining. 

Mr. Bacharach. Has there been any reduction in the wage scale? 

Mr. Lawrib. I think not, but there nave been some wage increasea 
since that time. Production would not have exceeded $40,0(H),()00 in 
1920 except for the fact that this bill was before Congress and relief 
was anticipated. 

Mr. Bacharach. I had a letter from a party interested in Arizona 
mining in which he said there bad been a wage reduction of 25 per 
cent. However, that was not in connection with this matter. 

Mr. Lawrib. I have a statement that wage decreases have not been 
so great at any of the properties in Arizona, We could not gauge 
the wage decreases in gold-mining sections by the wage decreases in 
the copper districts of Arizona, as they might be more. 

Mr. Ehnst. Regarding the French tax of which you speak, is it not 
a fact that the tax was levied so as to pay the Government for serv- 
ices rendered, and in placing a tax on jewelry the tax is negligible in 
proportion to 50 per cent t 

Mr. Lawrie, Sixty francs per hectogram is equivalent to about 
$3.60 per fine ounce. I would hardly say that that was negligible. 

Mr. Ernst. In comparison with $10 per ounce and services ren- 
dered by the Government? 

Mr. Lawrtb. The fact also remains that the jewelers in Paris 
would have to pay now some 2(H) per cent more in francs for the gold 
used. 

Mr. Ernst. You mean if he bought it in that country? 

Mr. Lawrib. It does not make any difference where he gets hia 
gold, he has to pay that tax. 
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The fait nlsti renmins tlmt these increases have been id the cost of 
power, which enters into the rtist of poid mining; very extensively. 
an<l these increases liave l>een made during the past year. 

Mr. BAfHARACH. I believe it would be of inteiTst to the committee 
if you could ^ve us some information regardinjr the changes that 
have l>een made since you testified in Mav: regarding the changei« 
that have taken place in the cost of cyanides, explosives, and tilings 
of that sort. 

Mr. Lawkie. I can get you all the fi^ires, but they are not to be 
obtaine<l ext-ept as to particular localities. Mr. Loring testified on 
I)eceml>er U>: he has large properties and is in po^ssion of figures 
and gave evidence at that time showing the condition of wages and 
materiiils at tliree of them. 

lir. Mabtix. A.S a matter of fact, does it cost as much now bt pro- 
duce gold ns it did a year ago? 

Mr. Lawrie. From the evidence that has been submitted by the 
producers in the statements submitted by Mr. McFadden you will 
6nd that the cost has not been appreciably reduced. It has been more 
than com|)ensHted. on the other hand, by increases in freight rates, 
which in certain localities, where they have to ship their concentrates 
to the smelter, the cost has even probably increased more. In Soutli 
Dakota they have had increases in their imwer rates, due to the fact 
that the electrical power is generated from coal, and in California, 
where they supply priwer without the use of coal, their rates for power 
have increased. I am quite certain that the facts show that the drop 
in prices has not in any way affected the producers' cost up to this 
time, but, of course, it may do so ultimately. 

Mr. Bacharach. t>o you make that as a definite statement that the 
costs are not materially affected! 

ifr. Lawrie, I think that they have not been greatly affected. 
Of course, we have all tliese items to take into account. The effect 
of the freight-rate increases in some localities is greater than in 
others, and where a mine does not have to ship its concentrates to 
the mill, but mills it on the spot, their freiglit-rate costs would be 
negli^ble as to the increase. Other companies that do not use 
cyanide are fi-ee from a very heavy burden, as the cost of cyanide 
is veri- high. However, I do know that unless something is done 
to replace the h^Kt purchasincr power of the dollar during the last 
four or live years to some degVee a great many of tlie mines are 
going to shut down, and they will fill with water and will not 1h' 
available later on. We have not the field in which to prospect that 
we had after the Civil War, and the question of protecting these 
res^Tves is n vital one and should l>e taken into account. 

Mr. SIabtis. Is that not the case with every other industry? Are 
they not all liorrowing money to try to get over this period of 
readjustment ? 

Mr. Lawrie. These gold producers, with a fixed-price product, have 
been under pressure for four years, und their projierties are in a state 
of decav. 

Mr. 'i'lMBEiu.vKK. We will next hear from Mr. Callbreath. 
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STATEHEin OF KR. J. T. CALLBKEATH, SECSEIAKY OF THU 
AKEBICAK HnmVa CONOEESS. 

Mr. Callbrbath. Mr. Chairmftn and gentlemen of the committee, 
one question propounded bj Mr. Garner should be given considera- 
tion ; that is, whether this proposed bill is designed for the benefit 
of the miners. Perhaps ! come as nearly representing tite mining 
industry as anyone else, through my connection with it as secretart 
of the American Mining Congress. If I were sitting in your place I 
would not consider any legislation M>eciiic&lly for the ben^t of the 
gold miner. I do not think the gola miner is entitled to the specific 
relief any more than the people of any other specific industry, ex- 
cept as the tremendous business of gold mining becomes necessacy 
in the Nation's affairs and prosperity. This, I think, is the ques- 
tion before you. We have in this country gold actually in ex- 
cess of our share of the world's supply and we can expect that $1,100.- 
000,000 of that excess will drift IjacK to these other countries. We 
got that excess as a result of operations during the war, and since 
that time we have increased the gold supply greatly in excess of 
what it was before the war. 

Prof. Kemmerer said the United States monetary gold supply 
approximates $2,800,000,000, and that approximately $1,100,000,000 
of this amount is likely to flow to other countries as times become 
more normal. We are told that the credit money based upon our 
present increased gold supply is several times larger than in the 
prewar period. Wnat is going to happen to our credit if we lose 
the $1,100,000,000 of gold, if while this gold is being withdrawn by 
foreign countries there is no supply ^wing into the upper end 
of the reservoir from which we are drawing at the bottom! It is 
vastly important to maintain the public's confidence in the money 
upon which business transactions of a nation are based. The with- 
drawal of eleven twenty -eighths of our gold reserve without even 
normal production to refill the reservoir may lead the public to con- 
clude that we will soon be in the same condition as European coun- 
tries which have a depreciated currency because of an inadequate 
gold reserve. Germany's currency is almost worthless because it 
lacks gold. Italy, with a little more gold than Germany, has cur- 
rency of more value. France, with more gold than Italy, has cur- 
rency less depreciated, England has more gold than any of these 
countries, but not enough to keep her currency at par. "fhe United 
States is the one of the few great commercial nations which main- 
tains its currency at par. 

Mr. Bacil^rach. Japanese money is worth more than our money. 

Mr. Calliireath. Yes, sir; Japan has a gold reserve, but to the 
extent that the gold base is reduced in a country, to that extent does 
its money become de pr eciated. 

Mr. Bactiakach. Would it be your thought that if we did not leg- 
islate there would be no more gold produced in this country? 

Mr, Callbkeath. There would be some produced; the gold that 
is produced as a by-product would be produced. There are some 
mines which are producing gold, silver, and lead, with perhaps $2 
per ton in gold and $10 or $12 per ton in some other substance. 

Mr. Bacharach. The high-grade mines would keep on producing. 
36504—21 11 
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Mr, Callbbsath. There are very few high-grade mines thst could 
continue to produce. Most of these are the placer workings in 
California, which will be reduced for other reasons, such as the 
cost of operating, the cost of power. The point I feel is this; this 
is a great big question which should be settled, without reference 
to the industry of gold production chiefly, or any other interest than 
the Nation as a whole. The fact that our monev remains at par is 
based on the fact that we have more than our snare of the world's 
supply of gold. Now, it seems that we are bound to lose that, and to 
get the beneSt of it we should not let our gold mines die. Take what 
happened to silver; the price of silver for the last two years — since 
the passage of the Pittman Act— is higher than ever before in this 
country and yet the production of silver fell off last year, but ttie 
price of silver will bring that production back again; but a gold 
mine, once dismantled, the workings fill with water, and it can not 
be opened up again. I once happened to operate a mine, which is 
now closed, m which we produced lead, iron, and gold, and I would 
not say that mine was a failure at all, but that mine can never be 
reopened because I would not take a man in there; it would be in- 
inviting him to commit suicide. 

Mr. Baoharach. That was a put in mine instead of a take out 
mine^ 

Mr. Callbhbath. No, sir; it was not. I feel, gentlemen, that you 
should consider this question from the standpoint of necessity to the 
world to keep up its gold supply. 

Now, Prof. Kemmerer has pointed out, but I do not think he is con- 
sistent, that if we stimulate this gold production it will increase 
prices, and a few mcxnents later said that it was a small pro- 
portion of the world's supply that it would not be noticed. Now, I 
have in mind that the gold supply of the world ought to be increased, 
as nearly as possible, m proportion to the increasing business of the 
world. Gold to-day performs a larger sen-ice than it did before the 
war, because of the rapid movement, but because of the fact that 
this gold is gathered into the Federal reserve banks of the country. 
Even with such advantages I do not believe it is possible to maintain 
the gold standard if we stop production, because if the total world's 
normal supply is about $450,000,000 per year it would take 20 years 
to produce the amount which is now in the monetary systems of the 
world. 

Reference has been made to the adverse report of the gold com- 
mittee of the American Bankers' Association. The fact is that two 
national conventions of this association passed resolutions asking 
for aid for the gold industry, and later on their legislative committee 
(of 100 members) reported favorably on the McFadden bill. I think 
we have the right to say that the American Bankers' Association as 
a whole has not declared its opposition to this bill. 

Mr. Bacharach. I move that we recess until the call of the Chair. 

Mr. TiMBERLAKK. Without objection, we shall do so, but before we 
adjourn what shall we do with reference to incorporating this matter 
which has been submitted into the hearing? 

Mr. Bacharach. My thought would be that none of the printed 
documents or briefs be incorporated until we determine what we are 
£oing to do. 

(Committee recessed until call of the Chair.) 



